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INTEGRATING  PRESCRIPTION  DRUGS  INTO 

MEDICARE 


WEDNESDAY,  APRIL  17,  2002 

House  of  Representatives, 
Committee  on  Ways  and  Means, 

Washington,  DC. 
The  Committee  met,  pursuant  to  notice,  at  10:46  a.m.,  in  room 
1100  Longworth  House  Office  Building,  Hon.  Bill  Thomas  (Chair- 
man of  the  Committee)  presiding. 

[The  advisory  and  revised  advisory  announcing  the  hearing  fol- 
lows:] 


(1) 


ADVISORY 

FROM  THE  COMMITTEE  ON  WAYS  AND  MEANS 

FOR  IMMEDIATE  RELEASE  CONTACT:  (202)  225-1721 

April  8,  2002 
No.  FC-18 


Thomas  Announces  a  Hearing  on  Integrating 
Prescription  Drugs  Into  Medicare 

Congressman  Bill  Thomas  (R-CA),  Chairman  of  the  Committee  on  Ways  and 
Means,  today  announced  that  the  Committee  will  hold  a  hearing  on  integrating  cov- 
erage of  prescription  drugs  into  the  Medicare  program.  The  hearing  will  take 
place  on  Wednesday,  April  17,  2002,  in  the  main  Committee  hearing  room, 
1100  Longworth  Office  Building,  beginning  at  9:00  a.m. 

In  view  of  the  limited  time  available  to  hear  witnesses,  oral  testimony  at  this 
hearing  will  be  from  invited  witnesses  only.  Witnesses  will  include  Bush  Adminis- 
tration officials  and  representatives  of  affected  parties.  However,  any  individual  or 
organization  not  scheduled  for  an  oral  appearance  may  submit  a  written  statement 
for  consideration  by  the  Committee  and  for  inclusion  in  the  printed  record  of  the 
hearing. 

BACKGROUND: 

When  Medicare  was  enacted  in  1965,  most  health  plans  did  not  cover  prescription 
drugs.  Since  that  time,  most  health  plans  have  fully  integrated  prescription  drug 
coverage  yet  Medicare  still  does  not  cover  most  outpatient  prescription  drugs.  Pre- 
scription drugs  are  now  as  important  to  health  care  as  hospitals  and  physician  serv- 
ices were  37  years  ago. 

Although  seniors  consume  an  escalating  number  of  prescription  drugs,  they  are 
more  likely  to  be  faced  with  high  out-of-pocket  costs  and  fewer  options  for  private 
sector  drug  coverage.  The  average  senior  consumes  20  prescriptions  a  year  and  the 
Congressional  Budget  Office  (CBO)  projects  that  the  average  beneficiary  will  spend 
$2,440  for  these  prescriptions  in  2003.  Seniors  comprise  approximately  12  percent 
of  the  population;  yet  consume  nearly  40  percent  of  all  prescription  drugs.  While 
about  75  percent  of  Medicare  beneficiaries  have  some  type  of  prescription  drug  cov- 
erage, those  without  coverage  are  often  paying  the  highest  prices.  Further,  many 
employers  through  their  company  retirement  benefit  plans  are  paring  back  or  drop- 
ping prescription  drug  coverage  as  costs  continue  to  dramatically  escalate. 

As  a  result  of  increased  utilization,  new  market  entries  and  price  increases  pre- 
scription drug  costs  rose  more  than  17  percent  last  year,  according  to  the  National 
Institute  for  Health  Care  Management.  CBO  projects  double-digit  annual  prescrip- 
tion drug  cost  growth  over  the  next  decade. 

In  the  last  Congress,  the  U.S.  House  of  Representatives  passed  a  Medicare  pre- 
scription drug  bill  (H.R.  4680),  but  the  Senate  failed  to  act  on  the  issue.  The  Presi- 
dent included  $190  billion  over  10  years  in  the  Fiscal  Year  2003  budget,  and  last 
month  the  U.S.  House  of  Representatives  passed  a  budget  resolution  providing  for 
$350  billion  over  10  years  for  prescription  drugs.  Medicare  modernization,  and  ap- 
propriate adjustments  to  provider  payments. 

"Nobody  would  create  a  seniors  health  care  program  today  that  excluded  prescrip- 
tion drugs.  Yet  Medicare's  lack  of  a  prescription  drug  benefit  epitomizes  the  most 
glaring  reason  why  Medicare  must  be  modernized.  I  am  committed  to  enacting  a 
prescription  drug  benefit  this  year  as  we  update  other  parts  of  the  program  as  well," 
stated  Chairman  Thomas. 
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FOCUS  OF  THE  HEARING; 

This  hearing  continues  the  Committee's  consideration  of  the  many  issues  sur- 
rounding the  development  of  an  outpatient  prescription  drug  benefit  within  the 
Medicare  program. 

DETAILS  FOR  SUBMISSION  OF  WRITTEN  COMMENTS: 

Please  note:  Due  to  the  change  in  House  mail  policy,  any  person  or  organization 
wishing  to  submit  a  written  statement  for  the  printed  record  of  the  hearing  shoiild 
send  it  electronically  to  hearingclerks.waysandmeans@mail.house.gov,  along  with  a 
fax  copy  to  (202)  225-2610,  by  the  close  of  business,  Wednesday,  May  1,  2002.  Those 
filing  written  statements  who  wish  to  have  their  statements  distributed  to  the  press 
and  interested  public  at  the  hearing  should  deliver  their  200  copies  to  the  full  Com- 
mittee in  room  1102  Longworth  House  Office  Building,  in  an  open  and  searchable 
package  48  hours  before  the  hearing.  The  U.S.  Capitol  Police  will  refuse  sealed- 
packaged  deliveries  to  all  House  Office  Buildings. 

FORMATTING  REQUIREMENTS: 

Each  statement  presented  for  printing  to  the  Committee  by  a  witness,  any  written 
statement  or  exhibit  submitted  for  the  printed  record  or  any  written  comments  in 
response  to  a  request  for  written  comments  must  conform  to  the  guidelines  listed 
below.  Any  statement  or  exhibit  not  in  compliance  with  these  guidelines  will  not  be 
printed,  but  will  be  maintained  in  the  Committee  files  for  review  and  use  by  the 
Committee. 

1.  Due  to  the  change  in  House  mail  policy,  all  statements  and  any 
accompanying  exhibits  for  printing  must  be  submitted  electronically  to 
hearingclerks.waysandmeans@mail.house.gov,  along  with  a  fax  copy  to  (202)  225- 
2610,  m  Word  Perfect  or  MS  Word  format  and  MUST  NOT  exceed  a  total  of  10 
pages  including  attachments.  Witnesses  are  advised  that  the  Committee  will  rely  on 
electronic  submissions  for  printing  the  official  hearing  record. 

2.  Copies  of  whole  documents  submitted  as  exhibit  material  will  not  be  accepted 
for  printing.  Instead,  exhibit  material  should  be  referenced  and  quoted  or  para- 
phrased. All  exhibit  material  not  meeting  these  specifications  will  be  maintained  in 
the  Committee  files  for  review  and  use  by  the  Committee. 

3.  Any  statements  must  include  a  list  of  all  clients,  persons,  or  organizations  on 
whose  behalf  the  witness  appears.  A  supplemental  sheet  must  accompany  each 
statement  listing  the  name,  company,  address,  telephone  and  fax  numbers  of  each 
witness. 

Note:  All  Committee  advisories  and  news  releases  are  available  on  the  World 
Wide  Web  at  http:/  /  waysandmeans.house.gov. 

The  Committee  seeks  to  make  its  facilities  accessible  to  persons  with  disabilities. 
If  you  are  in  need  of  special  accommodations,  please  call  202-225-1721  or  202-226- 
3411  TTD/TTY  in  advance  of  the  event  (four  business  days  notice  is  requested). 
Questions  with  regard  to  special  accommodation  needs  in  general  (including  avail- 
ability of  Committee  materials  in  alternative  formats)  may  be  directed  to  the  Com- 
mittee as  noted  above. 
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***NOTICE— CHANGE  IN  TIME*** 

ADVISORY 

FROM  THE  COMMITTEE  ON  WAYS  AND  MEANS 

FOR  IMMEDIATE  RELEASE  CONTACT:  (202)  225-1721 

April  9,  2002 

No.  FC-18-Revised 

Change  in  Time  for  Hearing  on 
Integrating  Prescription  Drugs  Into  Medicare 

Congressman  Bill  Thomas  (R-CA),  Chairman  of  the  Committee  on  Ways  and 
Means,  today  announced  that  the  Committee  will  hold  a  hearing  on  integrating  cov- 
erage of  prescription  drugs  into  the  Medicare  program.  The  hearing,  scheduled  for 
Wednesday,  April  17,  2002,  in  the  main  Committee  hearing  room,  1100  Longworth 
Office  Building,  beginning  at  9:00  a.m.,  will  now  be  held  at  10:30  a.m. 

All  other  details  for  the  hearing  remain  the  same.  (See  Committee  Advisory  No. 
FC-18,  dated  April  8,  2002.) 


Chairman  Thomas.  I  want  to  thank  you  all  for  coming.  As  we 
consider  ways  to  modernize  Medicare,  it  is  important  that  we  not 
lose  sight  of  how  Medicare  has  improved  the  lives  of  millions  of  our 
Nation's  seniors.  Yet,  obviously,  to  carry  Medicare's  promise  to  its 
fulfillment,  we  simply  can't  sit  on  Medicare  as  we  know  it.  One  of 
the  biggest  issues  we  face  is  prescription  drugs,  and  we  know  that, 
just  as  important  to  health  care  today  as  when  Medicare  started, 
is  the  examination  of  hospital  and  physician  services. 

The  typical  senior  now  takes  more  than  20  prescriptions  a  year, 
and  we  are  told  by  the  year  2005  we  will  spend  more  than  $2,400 
on  prescription  drugs.  Unfortunately,  seniors  are,  to  a  very  great 
extent,  the  last  bastion  of  retail  drug  purchasers.  They  pay  high 
prices.  They  lack  negotiating  power. 

Medicare  has  not  kept  pace  with  changes  in  the  medicine  mar- 
ketplace, and,  frankly,  the  lack  of  a  comprehensive  prescription 
drug  benefit  epitomizes  just  one  very  important  way  in  which  to- 
day's Medicare  falls  short. 

This  Congress  and  this  Committee  has  held  16  different  hearings 
examining  areas  where  Medicare  can  be  strengthened  and  im- 
proved. We  have  covered  an  awful  lot  of  ground.  We  have  looked 
at  reducing  Medicare's  regulatory  burdens,  improving  rural  health 
care,  securing  Medicare's  solvency  in  the  long  term,  reforming  anti- 
quated cost  sharing  and  Medigap  programs,  integrating  disease 
management,  reducing  medical  errors,  rationalizing  payments  to 
physicians,  and  looking  at  the  Medicare+Choice  program. 

While  integrating  prescription  drugs  is  the  most  high-profile 
topic  Congress  faces,  a  comprehensive  bill  to  strengthen  Medicare 
and  modernize  it  should  at  least  address  all  of  the  issues  that  I 
just  mentioned.  And  when  we  begin  focusing  on  a  prescription  drug 
benefit,  I  do  want  to  thank  the  Chairwoman  of  the  Health  Sub- 
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committee,  Mrs.  Johnson,  and  the  Health  Subcommittee  for  work- 
ing on  guidehnes  as  we  move  forward. 

Clearly,  the  specifics  of  the  program  are  important,  but  the  struc- 
ture by  which  you  examine  options  is  equally  important.  For  exam- 
ple, we  believe  strongly  that  you  can't  simply  add  a  new  prescrip- 
tion drug  benefit  to  Medicare.  The  issues  identified  in  those  16 
hearings  that  I  outlined,  while  perhaps  not  as  politically  headline- 
grabbing  as  prescription  drugs,  are  serious,  cannot  be  left  for  later, 
and  need  to  be  done. 

Second,  we  really  should  rely  on  the  private  sector  innovation  in 
delivering  the  drug  benefits.  A  strong  government  guarantee  to  all 
Medicare  beneficiaries  is  absolutely  essential,  but  what  we  found 
interesting  was  that  the  Congressional  Budget  Office  (CBO)  has 
certified  that  the  private  sector  approach  on  controlling  drug  prices 
really  delivers  the  most  savings  per  prescription.  We  do  have  to  re- 
member that  taxpayers  finance  the  structure  by  which  the  seniors 
primarily  receive  their  medicine.  There  is  a  modest  amount  of 
money  out-of-pocket,  but  most  of  it  is  taxpayer-financed. 

Third,  beneficiaries  really  should  have  a  choice.  Competing  pre- 
scription drug  plans  ought  to  be  able  to  select  actuarially  equiva- 
lent coverage.  A  government-run,  one-size-fits-some  program  is  just 
not  workable. 

We  also  believe  strongly  that  all  low-income  beneficiaries  deserve 
extra  help.  And,  frankly,  it  ought  to  be  a  uniform  national  health 
that  low-income  seniors  receive.  When  Congress  embarked  on  the 
Medicare  Program,  it  was  for  seniors,  not  high-income  seniors  or 
moderate-income  seniors.  Seniors  ought  to  be  seniors  first  and  low- 
income  second.  The  program  ought  to  be  a  national  one  and  not 
rely  on  the  various  States  and  their  willingness  or  ability  to  re- 
spond to  low-income  needs  of  seniors. 

Fifth,  the  benefit  should  be  affordable  both  to  the  seniors  but 
also  to  the  taxpayers.  In  the  last  Congress,  the  House  passed  a 
comprehensive  prescription  drug  benefit.  Unfortunately,  the  Senate 
failed  to  act.  Last  month,  the  House  passed  a  budget  resolution 
which  provided,  we  believe,  reasonable  resources,  some  $350  billion 
over  10  years,  to  modernize  Medicare  and  add  a  prescription  drug 
benefit.  We  have  the  opportunity  this  spring  to  pass  legislation  to 
strengthen  Medicare  and  integrate  a  prescription  drug  program. 

The  Speaker  has  asked  us  to  have  a  bill  on  the  floor  before  Me- 
morial Day  so  that  we  can  move  it  to  the  Senate  with  sufficient 
time  for  the  Senate  to  respond.  Today,  this  hearing  is  going  to  hear 
from  the  Bush  Administration,  the  U.S.  General  Accounting  Office 
(GAO),  and  a  panel  composed  of  industry  groups,  AARP  and  others, 
about  what  they  believe  should  be  done  in  integrating  prescription 
drugs. 

It  is  a  pleasure  to  hear  these  people.  We  are  all  interested  in  the 
same  result.  Perhaps  the  manner  by  which  we  get  there  may  differ. 
If  we  can  keep  that  in  mind,  that  providing  seniors  with  a  respon- 
sible prescription  drug  program  is  the  goal,  those  differences  ought 
to  be  able  to  be  overcome.  And  prior  to  welcoming  the  Secretary  to 
the  Committee,  I  would  recognize  the  gentleman  from  New  York, 
the  Ranking  Member,  Mr.  Rangel,  for  any  comments  he  may  wish 
to  make. 

[The  opening  statement  of  Chairman  Thomas  follows:] 
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Opening  Statement  of  the  Hon.  Bill  Thomas,  a  Representative  in  Congress 
from  the  State  of  California,  and  Chairman,  Committee  on  Ways  and  Means 

Good  morning.  As  we  consider  ways  to  modernize  Medicare,  it's  important  that 
we  not  lose  sight  of  how  Medicare  has  improved  the  hves  of  milHons  of  our  nation's 
seniors.  Yet  to  fulfill  Medicare's  true  promise,  we  cannot  be  satisfied  with  the  status 
quo.  Prescription  drugs  are  just  as  important  to  modem  health  care  as  hospital  and 
physician  services  were  when  Medicare  was  enacted  in  1965. 

The  typical  senior  now  takes  more  than  20  prescriptions  a  year,  and  in  2005  will 
spend  more  than  $2,400  on  prescription  drugs.  They  are  often  paying  the  higher 
prices  because  they  lack  negotiating  power.  Medicare  has  not  kept  pace  with  modem 
medicine,  and  the  lack  of  a  comprehensive  prescription  dmg  benefit  epitomizes  just 
one  way  it  falls  short. 

This  Congress,  the  Committee  has  held  20  different  hearings  examining  areas 
where  Medicare  can  be  strengthened  and  improved.  We  have  covered  a  lot  of 
ground:  Reducing  Medicare's  regulatory  burdens,  improving  mral  health  care,  secur- 
ing Medicare's  solvency  in  the  long-term,  reforming  antiquated  cost-sharing  and 
Medigap,  integrating  disease  management,  reducing  medical  errors,  and 
rationalizing  payments  to  physicians  and  Medicare+Choice.  While  integrating  pre- 
scription dmgs  is  the  most  high-profile  topic  Congress  faces,  a  comprehensive  bill 
to  strengthen  Medicare  should  address  all  of  these  issues. 

Our  guidelines  for  adding  a  prescription  dmg  benefit: 

1.  We  cannot  simply  add  a  new  prescription  dmg  benefit.  The  issues  identi- 
fied in  our  20  hearings,  while  not  as  politically  "sexy,"  are  serious  and  cannot 
be  left  to  fester. 

2.  We  should  rely  on  private  sector  innovation  in  delivering  the  dmg  benefit 
with  a  strong  government  guarantee  to  all  Medicare  beneficiaries.  CBO  has  cer- 
tified that  the  private  sector  approach  delivers  the  most  savings  per  prescrip- 
tion. 

3.  Beneficiaries  should  have  a  choice  of  competing  prescription  dmg  plans  and 
be  able  to  select  actuarially  equivalent  coverage.  A  govemment-mn  "one-size- 
fits-some"  program  is  unacceptable. 

4.  All  low-income  beneficiaries  deserve  extra  help  and  it  should  be  provided 
across  the  country  uniformly  rather  than  forcing  them  to  rely  on  a  patchwork 
of  varying  state  programs. 

5.  The  benefit  should  be  affordable  to  both  the  taxpayers  pa5ring  the  bills  and 
the  beneficiaries  paying  the  premiums. 

In  the  last  Congress,  the  House  passed  a  comprehensive  prescription  dmg  benefit. 
Unfortunately,  the  Senate  failed  to  act.  Last  month,  the  House  passed  a  Budget 
Resolution,  which  provides  ample  resources — $350  billion  over  10  years — to 
strengthen  Medicare  and  add  a  prescription  dmg  benefit.  We  have  the  opportunity 
this  spring  to  pass  legislation  to  strengthen  Medicare  and  integrate  prescription 
dmgs.  The  Speaker  has  asked  us  to  have  a  bill  on  the  floor  before  Memorial  Day 
in  order  to  give  the  Senate  sufficient  time  to  respond  and  to  maximize  our  chances 
for  enactment. 

Today  we  will  hear  from  the  Bush  Administration,  the  General  Accounting  Office, 
AARP  and  industry  groups  about  their  thoughts  for  integrating  prescription  dmgs 
into  Medicare.  Welcome  to  the  Committee.  I  would  now  like  to  recognize  the  Rank- 
ing Member,  Mr.  Rangel. 


Mr.  Rangel.  Thank  you,  Mr.  Chairman.  Let  me  join  in  wel- 
coming the  Secretary  once  again  to  this  Committee.  Your  visits  are 
not  just  important  because  of  who  you  are  and  what  you  do  in 
shaping  national  policy,  but  once  we  see  you,  we  don't  think  we 
have  got  to  see  hardly  anyone  else  as  it  relates  to  health  policy  or 
welfare  policy,  because  it  is  not  surprising  that  these  bills  end  up 
on  the  suspension  calendar  and  this  will  be  our  only  opportunity 
at  least  to  have  you  to  share  the  Administration's  views. 

I  say  that  because  you  were  so  persuasive  as  a  Governor  in  be- 
lieving that  the  States  should  have  the  opportunity  to  formulate 
their  own  policies  within  a  national  framework.  And,  of  course,  I 
differed  with  that,  but  I  had  to  admit  that,  as  Governor  and  as  it 
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relates  to  welfare,  you  had  done  a  remarkable  job  in  your  State. 
And  other  Governors  have  proven  that  they  could  handle  it  prob- 
ably much  better  than  the  Federal  Government. 

Having  said  that,  it  just  surprised  me  to  see  that  the  Congress 
would  start  putting  restrictions  on  Governors  and  having  the  Gov- 
ernors to  believe  that  we  are  now  mandating  that  they  do  things, 
which  was  exactly  what  you  said  you  didn't  want.  Well,  that  is  wel- 
fare, and  we  won't  be  able  to  talk  with  anyone  else  except  the  Gov- 
ernors, who  now  oppose  the  new  bill. 

Now,  here  we  are  \vith  Medicare,  and  my  friends  on  the  other 
side  are  going  to  say  that  this  is  political  or  that  we  are  motivated 
on  issues  concerning  the  election.  I  don't  see  how  it  cannot  be  polit- 
ical when  you  are  dealing  with  old  folks  that  can't  afford  to  pay  for 
their  prescriptions,  and  we  all  are  looking  for  a  solution  to  the 
problem. 

Now,  the  Chairman  has  indicated  that  this  is  so  important  that 
it  can't  be  considered  a  loan.  Well,  I  know  he  will  get  back  and  ex- 
plain why  it  can't,  but  he  has  got  to  give  us  a  package  sooner  or 
later  that  is  going  to  be  very,  very  politically  difficult  to  oppose.  He 
wants  to  have  Medicare  modernization.  I  think  he  means  vouchers 
and  credits,  but,  you  know,  who  knows?  He  wants  to  include  pro- 
vider givebacks,  which  means  hospitals  are  not  going  to  get  nearly 
back  what  they  have  been  promised,  but  what  a  good  time  to  stick 
it  to  them  in  an  ommibus  bill.  And  he  wants  to  involve  other  poten- 
tial expenses  in  a  package. 

Well,  thank  God  the  Republicans  are  as  honest  as  they  are,  be- 
cause w^hile  my  Chairman  wants  to  do  all  of  these  things  for  the 
future,  this  week  they  are  going  to  want  to  make  permanent  the 
tax  cuts  that  they  have  had  a  couple  of  years  ago.  Which  means 
what?  It  means  that  the  fact  that  they  never  made  it  permanent 
in  the  budget — was  for  what  reason,  Governor/Secretary?  It  was  be- 
cause it  didn't  fit  within  the  budget. 

Now,  you  are  here  testifying  not  about  how  we  are  going  to  take 
care  of  senior  citizens  tomorrow  or  next  month  or  next  year.  You 
are  concerned  about  your  legacy  and  what  will  the  policies  be  as 
estabhshed  by  your  Secretaryship  after  you  are  gone  and  after  I  am 
gone. 

Now,  you  just  tell  me  how  it  is  going  to  work  out  that  we  are 
going  to  have  expanded  prescription  benefits.  Medicare  moderniza- 
tion, provide  for  the  givebacks,  and  have  Americans  believe  that  we 
are  concerned  about  them,  and  at  the  same  time,  even  though  it 
is  not  in  the  budget,  we  are  saying  that  we  want  to  make  perma- 
nent the  exciting  tax  cuts  that  the  President  has  suggested,  which 
is,  of  course,  the  $4  trillion  in  the  next  decade,  at  the  same  time 
your  constituents — assuming  Medicare  is  something  that  you  are 
concerned  about  in  the  future — and  Social  Security  beneficiaries 
are  going  to  be  coming  into  massive  dependency  because  of  the 
Baby  Boomers. 

To  me,  it  is  a  political  shell  game  and  that  we  are  going  through 
the  motions  here,  and  we  had  some  witnesses  to  kind  of  share  our 
view.  But  the  new  method  is  that  the  Democrat  minority,  w^e  can- 
not have  witnesses  unless  they  are  approved  by  the  Chair.  I  just 
got  back  from  Cuba,  so  I  am  beginning  to  understand  that  a  lot 
better  than  before. 
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And  we  had  a  witness  that  was  checked  out  by  the  Chair,  and 
it  found  out  that  this  lady  is  not  only  a  Democrat,  pardon  the  ex- 
pression, but  a  candidate  for  the  U.S.  Senate.  So,  therefore,  she 
was  denied  the  opportunity  to  express  herself  on  this  sensitive  sub- 
ject. 

I  don't  mean  to  make  life  awkward  for  you,  but  these  are  the 
people  you  are  working  with,  and  I  just  want  you  to  know  that 
your  office  has  been  far  more  cooperative  with  us  on  this  and  every 
other  subject  that  you  have  jurisdiction  of  in  terms  of  sharing  ideas 
than  the  majority  ever  has.  And  I  want  to  thank  you  for  that.  I 
hope  something  can  come  out  of  it,  but  I  thank  you  for  keeping  that 
door  open. 

I  yield  to  Mr.  Stark. 

[The  opening  statements  of  Messrs.  Rangel,  Ramstad,  Nussle, 
and  Foley  follow:] 

Opening  Statement  of  the  Hon.  Charles  B.  Rangel,  a  Representative  in 
Congress  from  the  State  of  New  York 

I  thank  the  Chairman  for  bringing  us  together  to  discuss  this  important  topic. 
There  is  no  question  that  there  is  a  great  need  to  integrate  prescription  drug  cov- 
erage into  Medicare.  The  only  question  is  whether  Congress  is  serious  about  doing 
it. 

Sadly,  the  evidence  before  us  indicates  that  the  Chairman  and  his  Republican  col- 
leagues are  not  serious.  In  order  to  be  serious,  you  would  have  to  budget  sufficient 
resources  so  that  premiums  would  be  low  enough  and  benefits  would  be  high  enough 
so  that  all  seniors  could  benefit. 

Unfortunately,  the  Republicans'  so-called  budget  proposal  did  not  set  aside  any 
money  specifically  for  a  prescription  drug  benefit.  The  money  to  fund  any  proposal 
sponsored  by  Chairman  Thomas  would  be  paid  for  out  of  a  $350  billion  over  ten  year 
so-called  "reserve  fund"  that  is  supposed  to  cover  not  just  prescription  drug  benefits 
but  so-called  Medicare  modernization,  provider  give-backs,  and  many  other  potential 
expenses  that  the  Republicans  have  not  made  room  for  elsewhere  in  their  budget. 

At  the  same  time,  the  House  Republican  leadership  is  doing  its  best  to  make  sure 
that  any  resources  that  might  be  there  over  the  next  ten  years,  will  not  be  there 
beyond  that  by  passing  a  bill  to  extend  last  year's  tax  cuts  in  such  a  way  that  reve- 
nues will  decrease  by  $4  trillion  in  the  same  decade  that  the  baby  boom  generation 
is  retiring  and  eligible  for  any  Medicare  prescription  drug  benefit  that  Congress  may 
enact. 

The  Republicans  not  only  do  not  want  to  assist  seniors  with  their  prescription 
drug  needs,  they  want  to  prevent  us  from  being  able  to  provide  such  assistance  for 
the  foreseeable  future.  At  a  time  when,  as  the  GAO  will  tell  us  today,  the  Medicare 
program  needs  to  prepare  for  the  Baby  Boom  generation,  the  Republicans'  fiscal 
plan  has  made  such  preparation  impossible. 

It's  pretty  clear  that  this  hearing  is  not  real,  but  purely  political.  In  fact,  you  have 
even  denied  a  place  at  the  witness  table  for  the  expert,  former  Maine  Senate  Major- 
ity Leader  Chellie  Pingree  (SHELL-ee  PIN-gree),  that  we  Democrats  tried  to  invite 
to  testify  on  her  plan  to  provide  prescription  drugs  to  seniors  in  Maine. 

Although  we  had  told  you  the  name  of  this  nationally-known  expert  last  week, 
you  decided  yesterday  that  the  Committee  had  a  new  policy  and  that  because  Ms. 
Pingree  was  a  candidate  for  U.S.  Senate,  you  would  disqualify  her  from  testifying. 
Although  we  have  allowed  countless  members  of  Congress — who  are  candidates  for 
re-election  or  sometimes  election  to  other  offices — to  testify,  Ms.  Pingree  is  not  al- 
lowed to  offer  her  substantive  statement  because  the  Republican  Senate  Campaign 
Committee  is  worried  she  might  make  sense. 

Of  course,  you  do  not  really  care  about  Ms.  Pingree's  success  in  Maine  because 
you  have  no  intention  of  actually  putting  together  a  bill  that  could  pass  the  House 
and  the  Senate  and  be  signed  by  the  President,  because  you  would  rather  use  all 
of  the  money  for  additional  tax  cuts. 

However,  Republicans  have  enough  polling  data  to  know  that  Americans  of  all 
generations  want  prescription  drug  coverage  to  be  provided  under  Medicare  so  here 
we  are  today  pretending  that  you're  serious. 

Of  course,  I  understand  that  the  Chairman  plans  to  bring  a  Medicare  bill  to  the 
floor  within  a  month  or  so.  But,  so  far,  the  Chairman  has  made  no  attempt  to  work 
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with  members  on  this  side  of  the  aisle  m  crafting  that  bill.  The  Chairman  has  not 
even  indicated  whether  this  Committee  will  have  an  opportunity  to  mark  up  the  leg- 
islation. 

Working  with  Committee  Democrats  on  a  truly  bipartisan  bill  would  run  the  risk 
of  coming  up  ^^ith  something  that  actually  could  pass  the  Senate  and  become  law. 

We  should  not  be  surprised  that  this  is  not  a  serious  effort  to  address  the  vitally 
important  issue  of  extending  prescription  drug  coverage  to  America's  seniors.  Add- 
ing a  prescription  benefit  would  only  strengthen  a  program  that  Republicans  have 
been  fighting  against  for  decades. 

Repubhcan  leaders  have  never  liked  Medicare.  In  1995,  Dick  Armey  said  he 
"deeply  resents  the  fact  that  when  I'm  65  I  must  enroll  in  Medicare."  Ne\vi;  Gingrich 
said  he  wanted  it  "to  wither  on  the  vine,"  And  Tom  Delay  said  in  1999  that  a  pre- 
scription drug  benefit  and  strengthening  Medicare  ■"don't  matter  to  the  American 
people." 

So,  I  thank  the  v-itnesses  for  your  time.  I  am  sorr>-  that  nothing  serious  will  hap- 
pen in  this  Committee  this  year  to  improve  Medicare  or  pro\dde  a  real  prescription 
drug  benefit  that  will  become  law.  And  if  Democrats  were  in  charge,  this  would  not 
just  be  something  that  we  talk  about,  but  something  that  we  woiild  actually  do  for 
all  American  seniors. 


Opening  Statement  of  the  Hon.  Jim  Ramstad,  a  Representative  in  Congress 
from  the  State  of  Minnesota 

Thank  you,  Mr.  Chairman,  for  holding  this  important  hearing  today. 

Prescription  drug  coverage  is  one  of  the  most  critical  issues  facing  this  nation. 
This  issue  has  moral,  medical  and  economic  implications  for  every  American,  not 
only  current  Medicare  beneficiaries. 

This  is  an  issue  that  affects  all  of  us,  as  most  of  us  use  prescription  drugs  at  some 
point  in  our  lives  and  all  of  us  realize  that  prescription  drugs  will  play  a  greater 
role  in  helping  us  lead  active,  healthy  lives  as  we  age. 

The  problem  is  that  when  the  majority  of  people  need  prescription  drugs  most, 
in  the  later  years  of  life,  the  largest  insurer  of  the  elderly  does  not  pro\'ide  prescrip- 
tion drug  coverage.  As  a  result,  many  seniors  go  without  the  drugs  they  need,  dilute 
their  prescriptions  or  forego  other  basic  necessities  in  order  to  purchase  vital  pre- 
scription drugs.  This  is  v,~rong. 

Medicare  must  pro\'ide  an  outpatient  drug  benefit.  Health  care  has  changed  and 
we  need  a  system  that  reflects  the  advancements  m  medicine  that  have  occurred 
in  the  past  37  years  since  the  inception  of  the  Medicare  program  in  1965.  We  know 
that  seniors  need  prescription  drag  coverage  and  we  know  that  the  Medicare  pro- 
gram is  not  meeting  the  needs  of  most  seniors.  It  is  time  to  modernize  the  Medicare 
program. 

The  Ways  and  Means  Committee  is  crafting  a  meaningful  prescription  drug  ben- 
efit for  our  nation's  seniors.  I  look  forv,-ard  to  hearing  from  our  witnesses  today  on 
the  best  way  to  pro\ide  a  meaning  drug  benefit  for  our  nation's  seniors. 

Thanks  again  for  taking  up  this  very  important  issue. 


Opening  Statement  of  the  Hon.  Jim  Nussle,  a  Representative  in  Congress 
from  the  State  of  Iowa 

Earher  this  year,  I  visited  the  senior  center  in  Independence,  Iowa.  At  the  center 
the  verv-  first  question  asked  of  me  was  about  prescription  drug  coverage.  I  was  not 
surprised  in  the  least.  Wliether  it's  the  lack  of  prescription  di-ug  coverage  or  the 
shortfalls  in  rural  reimbursement  rates,  I  receive  numerous  letters,  phone  calls,  and 
e-mails  from  seniors  and  health  care  providers  about  Medicare  problems  ever>-  sin- 
gle day. 

Because  Iowa  has  the  fifth  highest  population  of  people  age  65  and  over,  Medicare 
is  clearly  one  of  the  most  important  benefits  that  Iowa  seniors  rely  upon.  Unfortu- 
nately, the  Medicare  program  has  not  been  significantly  modernized  since  its  incep- 
tion in  1965  and  is  not  meeting  the  needs  of  Iowa  seniors.  Prescription  dings  still 
cost  too  much  for  too  many  Iowa  seniors  and  no  senior  should  be  forced  to  choose 
between  getting  a  prescription  filled  and  buring  food  or  other  basic  necessities  of 
hfe.  If  we  could  go  back  to  1965.  we  would  have  surely  crafted  a  comprehensive  drug 
benefit  that  is  affordable,  accessible,  and  completely  voluntary. 
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While  inclusion  of  a  drug  benefit  is  indeed  important,  lowans  recognize  that  the 
inequities  in  today's  current  Medicare  program  must  be  addressed  before  new  pro- 
grams are  added  to  the  system.  As  Chairman  of  the  House  Budget  Committee  I 
chose  to  include  $350  billion  over  the  next  ten  years  to  modernize  the  Medicare  pro- 
gram overall;  otherwise,  the  budget  would  have  simply  included  the  $190  billion  re- 
quested by  the  Administration  for  prescription  drug  coverage.  If  health  care  pro- 
viders leave  the  rural  areas,  who  will  write  prescriptions  under  the  new  drug  ben- 
efit? Who  will  provide  the  care  that  cannot  be  provided  by  drugs  alone? 

I  understand  that  many  of  these  problems  have  compounded  since  1965,  but  rural 
health  is  on  the  verge  of  a  crisis  and  the  disparities  that  exist  between  rural  and 
urban  providers  need  to  be  resolved.  I  am  hopeful  that  I  can  work  with  Secretary 
Thompson,  Chairman  Thomas,  and  other  members  of  the  committee  to  produce  a 
comprehensive  Medicare  bill  that  not  only  provides  comprehensive  drug  coverage  for 
seniors,  but  ends  many  of  the  antiquated  reimbursement  policies  that  exist  in  the 
current  system.  I  urge  that  the  House  complete  consideration  of  comprehensive 
Medicare  reform  legislation  prior  to  Memorial  Day  as  it  is  critical  to  my  Iowa  con- 
stituents. 


Opening  Statement  of  the  Hon.  Mark  Foley,  a  Representative  in  Congress 
from  the  State  of  Florida 

I  want  to  thank  you,  Mr.  Chairman,  for  holding  this  very  important  hearing. 

For  years,  thousands  of  seniors  have  gone  without  any  form  of  prescription  drug 
benefit.  In  some  cases,  it  can  cost  up  to  $10,000  per  month  for  the  numerous  types 
of  drugs  that  a  beneficiary  may  take.  For  those  on  a  fixed  income,  this  amount  can 
mean  the  difference  between  medicine  and  food. 

When  Medicare  was  developed  in  1965  it  was  designed  to  help  seniors  who  were 
without  health  insurance.  At  the  time,  there  were  far  fewer  prescription  drugs  on 
the  market  and  therefore  there  was  not  a  need  for  a  prescription  drug  benefit.  How- 
ever, times  have  changed  and  there  are  dozens  of  new  prescription  drugs  being  de- 
veloped every  year. 

I  strongly  believe  that,  as  part  of  our  efforts  to  help  the  millions  of  Medicare  bene- 
ficiaries who  are  currently  suffering,  we  must  implement  a  Medicare  prescription 
drug  discount  card  bill  as  soon  as  possible.  This  program,  which  will  lead  to  a  larger 
drug  benefit,  can  be  implemented  more  quickly  than  the  full  benefit  and  in  the  in- 
terim save  seniors  between  15  to  40  percent  on  drugs. 

Again,  Mr.  Chairman,  I  commend  you  and  Chairman  Johnson  for  your  out- 
standing work  on  this  issue  and  I  look  forward  to  working  with  you  to  provide  long 
overdue  and  critically  needed  help  to  our  seniors. 


Mr.  Stark.  I  thank  the  gentleman  for  yielding,  and  I  just  wanted 
to  follow  up  because  there  have  been  women  throughout  history 
who  have  been  silenced  because  people  in  power  didn't  want  them 
to  be  heard. 

Ida  Wells,  an  African  American  writer  in  the  1800s,  wrote  arti- 
cles decrying  lynching.  She  so  intimidated  those  in  town  that  they 
threatened  to  kill  her  and  run  her  out  of  town. 

Not  so  long  ago,  Karen  Silkwood  rallied  against  the  chemical 
safety  problems  in  her  plant.  Her  campaign  for  safety  was  cut 
short  by  a  tragic  accident. 

Today,  our  Chairman  decided  to  silence  the  voice  of  another 
prominent  woman  because  he  doesn't  want  her  message  to  reach 
the  public.  Chellie  Pingree,  a  nationally  renowned  expert,  an  advo- 
cate for  a  Medicare  prescription  drug  benefit,  was  denied  at  the 
very  last  minute  the  opportunity  to  testify  today.  Her  work  in  the 
State  of  Maine  for  a  prescription  drug  benefit  could  provide  us  with 
insight  into  such  a  program.  But  the  Republicans  apparently  are 
afraid  to  hear  alternatives.  The  Portland  Press  Herald  News  today 
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calls  Ms.  Pingree's  work  on  the  Maine  drug  benefit  "ground  break- 
ing." And  she  challenges  us,  Mr.  Secretary,  to  say  we  need  Federal 
legislation  that  will  do  one  of  two  things:  either  provide  a  drug  ben- 
efit understand  Medicare,  passing  on  negotiated  discounts  to  sen- 
iors, or  free  up  the  States  to  use  innovative  programs  like  the 
Maine  prescription  drug  benefit. 

This  is  as  political  as  her  testimony — which  I  would  ask  unani- 
mous consent  to  put  in  the  record  in  printed  form.  It  says  nothing 
about  any  campaign,  or  I  don't  even  think  it  mentions  her  political 
affiliation.  But  it  is  a  sad  day  when  we  can't  work  with  our  Repub- 
lican colleagues  to  fashion  a  bill.  It  is  even  sadder  when  they  are 
so  afraid  of  hearing  opinions  that  they  will  deny  us  the  chance  to 
have  one  witness  on  the  grounds  that  they  were  a  political  can- 
didate. 

I  yield  back. 

Chairman  Thomas.  The  gentleman's  time  has  expired. 
Mr.  McDermott.  Mr.  Chairman,  a  point  of  information? 
Chairman  Thomas.  The  gentleman  from  Washington  is  recog- 
nized. 

Mr.  McDermott.  In  the  light  of  the  decision  on  Ms.  Pingree,  if 
somebody  has  a  poll  in  the  field  in  their  home  State  about  the  can- 
didacy for  Governor,  would  that  preclude  them  from  witnessing  be- 
fore this  organization? 

Chairman  Thomas.  The  Chair  was  going  to  respond  to  the  state- 
ments because  some  people  perhaps  didn't  fully  understand  what 
has  transpired,  and  the  Chair  was  going  to  outline  a  policy  that  I 
believe  has  been  fairly  longstanding,  and  clearly,  as  long  as  this 
Chairman  remains  Chairman,  we  are  going  to  attempt  to  follow; 
and,  that  is,  the  witness  was  not  denied  the  right  to  speak  because 
she  was  a  female.  That  is  absurd  on  its  face. 

What  we  found  out  was,  of  all  of  the  people  in  the  United  States 
who  the  Democrats  could  have  chosen  to  be  a  responsible  witness 
on  a  factual  panel  on  prescription  drugs,  Friday  at  5:00  p.m.,  we 
were  told  that  the  one  that  the  Democrats  chose  just  happens  to 
be  the  winner  of  the  Democratic  primary  in  the  State  of  Maine  for 
the  U.S.  Senate. 

Just  as  the  gentleman  from  New  York  indicated  that  some  of 
these  activities  are  liable  to  be  political,  the  Chair,  to  the  best  of 
his  ability,  will  not  allow  hearings  in  front  of  this  Committee  to  be 
used  for  political  purposes. 

The  way  in  which  this  witness  was  not  going  to  be  political  was 
couched  in  the  most  political  terminology  you  could  get.  The  Chair 
will  not  allow  candidates  for  political  office  to  be  factual  witnesses, 
whether  they  be  Democrats,  Republicans,  men,  women.  Libertar- 
ians, Green,  or  others. 

It  may  be  that  you  are  somewhat  circumscribed  in  terms  of  the 
choices  of  witnesses  available  to  us,  but  I  believe  that  is  a  reason- 
able and  appropriate  rule,  and  it  ought  to  govern.  It  is  as  difficult 
as  it  is  in  the  current  context  to  reach  agreement.  We  ought  to 
minimize  the  opportunity  for  continuing  to  bite  at  each  other  from 
a  political  perspective.  And  the  Chair  would  briefly  recognize  the 
Chairwoman  of  the  Health  Subcommittee,  the  gentlewoman  from 
Connecticut,  Mrs.  Johnson. 
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Mr.  McDermott.  Mr.  Chairman,  you  didn't  answer  my  question, 
though.  That  was:  At  what  point  is  someone  a  candidate  or  using 
the  podium  for  a  poHtical  purpose?  Do  they  have  to  be  a  declared 
candidate,  or  can  they  be  exploring  through  a  poll?  Or  

Mr.  Rangel.  If  the  gentleman  would  yield,  the  Chairman  an- 
swered that.  It  is  when  

Chairman  Thomas.  Based  upon  

Mr.  Rangel.  He  feels  that  it  is  a  candidate.  He  answered  it 
clearly. 

Chairman  Thomas.  Based  upon  the  denial  of  this  candidate,  it 
is  fairly  clear  that  when  the  individual  is  on  the  ballot  as  a  quali- 
fied candidate,  having  won  the  primary,  that  that  is  a  clear  rule. 
If  the  gentleman  wishes  to  pursue  how  far  back  it  can  go,  we  can 
carry  on  a  reasonable  discussion,  or  the  minority  can  continue  to 
try  to  get  witnesses  on  with  more  or  less  a  shade  of  political  lean- 
ing. 

Mr.  Lewis  OF  GEORGIA.  Mr.  Chairman. 

Chairman  Thomas.  And  we  will  try  to  make  those  decisions  in 
a  real-time  basis 
Mr.  Lewis  OF  GEORGIA.  Mr.  Chairman. 

Chairman  Thomas.  And  the  Chair  is  open  to  either  of  those  op- 
tions. 

Mr.  Lewis  OF  GEORGIA.  Mr.  Chairman,  a  point  of  information. 

Chairman  Thomas.  The  gentleman  from  Georgia. 

Mr.  Lewis  OF  GEORGIA.  Would  that  include  sitting  Members  of 
Congress? 

Chairman  Thomas.  Obviously  not. 

Mr.  Lewis  OF  GEORGIA.  Well,  we  are  

Mrs.  Johnson  OD  CONNECTICUT.  Mr.  Chairman. 

Mr.  Lewis  OF  KENTUCKY.  When  we  are— there's  primaries  and 
we  are  qualified,  we  

Chairman  Thomas.  I  understand  that. 

Mr.  Lewis  OF  KENTUCKY.  Are  filing  to  run  

Chairman  Thomas.  But  you  have  already  won,  and  you  are  par- 
ticipating as  an  incumbent,  not  as  a  challenger.  And  we  allow 
Members  to  come  up  and  discuss  their  positions,  but  we  don't  nor- 
mally include  Members  as  part  of  a  multi-Member  factual  panel  in 
discussions. 

The  gentlewoman  from  Connecticut  is  recognized. 

Mrs.  Johnson  OF  CONNECTICUT.  Thank  you,  Mr.  Chairman. 
And  I  applaud  you  for  your  policy  in  regard  to  our  hearings.  The 
factual  information  that  is  out  there,  the  number  of  experts  whose 
opinions  and  whose  experience  we  can  call  on  are  really  so  numer- 
ous that  we  cannot  reach  them  all. 

The  issues  confronting  us  in  providing  prescription  drugs  to  sen- 
iors are  very  complicated  and  important  issues,  and  through  semi- 
nars, through  our  individual  readings,  through  working  with  the 
Administration,  through  working  with  Professors,  and  others 
throughout  the  Nation,  we  are  bringing  a  lot  of  that  information 
to  the  table.  To  imagine  that  there  wasn't  an  expert  that  could 
have  been  called  to  the  table  on  the  other  party's  side  and  made 
points  of  interest  to  them  is  simply  ludicrous. 

And  then,  second,  I  would  say — and  every  one  of  us  knows  this 
to  be  true — no  matter  how  much  of  an  expert  you  are  at  the  State 
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level,  making  national  policy  is  a  very  different  challenge.  And  I 
would  much  prefer  that  the  Democrats  would  have  brought  some- 
one to  the  table  that  had  national  experience  in  policymaking,  and 
particularly  in  the  complexity  of  the  structural  delivery  issues  that 
are  going  to  be  so  important  to  our  succeeding  in  actually  deliv- 
ering to  every  senior  across  America  in  every  little  city  and  town 
a  prescription  drug  subsidy  in  the  years  to  come. 

So  I  believe  that  their  calling  someone  who  is  now  an  affirmed 
candidate,  having  won  a  primary,  but  who  also  is  clearly  not  as 
well  prepared  as  many  other  people  they  could  have  called  is  very 
concerning  to  me.  The  challenge  of  writing  a  prescription  drug  bill 
that  can  actually  implement  a  policy  that  is  sustainable,  affordable 
and  effective  for  our  seniors  is  a  tremendous  challenge  that  crosses 
party  lines,  that  crosses  disciplines,  and  we  all  need  to  be  ex- 
tremely serious  about  that  challenge. 

So  I  welcome  this  hearing  and  the  quality  of  the  experts  that  will 
testify  today,  and  it  is  a  special  pleasure  to  welcome  the  Honorable 
Tommy  Thompson,  who  has  been  a  real  leader  in  bringing  his 
agency  to  the  table  with  practical,  factual,  substantive  material, 
but  also  trying  to  reform  the  bureaucracy  so  it,  too,  can  be  more 
effective,  practical,  intelligible  to  the  provider  community  and  a 
better  servant  in  the  goal  of  providing  a  strong  Medicare  Program 
to  the  seniors  across  America. 

Thank  you,  Mr.  Chairman. 

Chairman  Thomas.  I  thank  the  gentlewoman. 

The  Chair  wants  to  clarify  that  the  decision  the  Chair  made  was 
one  based  upon  objective  information,  not  a  subjective  one  based 
upon  the  direction  of  the  testimony.  And  the  Chair  would  not  exer- 
cise a  subjective  decision.  The  individual  that  the  Democrats 
wished  to  offer  would  be  able  to  present  their  position  as  how  they 
wanted  to,  but  that  the  decision  was  made  upon  the  very  objective 
criteria  of  an  active  candidate. 

And,  with  that,  it  is  my  pleasure  to  welcome  once  again  to  the 
Committee  on  Ways  and  Means,  as  Mr.  Rangel  said,  the  Governor/ 
Secretary.  Mr.  Thompson,  your  testimony  will  be  made  a  part  of 
the  record  that  is  written,  and  you  can  address  us  in  any  way  you 
see  fit  in  the  time  you  have. 

STATEMENT  OF  THE  HON.  TOMMY  G.  THOMPSON,  SECRETARY, 
U.S.  DEPARTMENT  OF  HEALTH  AND  HUMAN  SERVICES 

Mr.  Thompson.  Thank  you  very  much,  Mr.  Chairman.  I  appre- 
ciate the  opportunity  to  come  once  again  in  front  of  the  Ways  and 
Means  Committee. 

Chairman  Thomas.  Mr.  Secretary,  is  our  microphone  on? 

Mr.  Thompson.  Yes,  it  is. 

Chairman  Thomas.  Then  you  need  to  get  close  to  it.  It  is  very 
unidirectional,  unfortunately. 

Mr.  Thompson.  Thank  you,  Mr.  Chairman.  Chairman  Thomas, 
Representative  Rangel,  distinguished  Committee  Members,  thank 
you  for  inviting  me  to  discuss  our  proposal  for  strengthening  and 
improving  Medicare.  Medicare  has  provided  security  to  millions  of 
American  seniors  since  1965.  But  at  the  dawn  of  the  21st  century, 
its  promise  is  threatened  by  outdated  and  inadequate  benefits,  lim- 
ited protection  against  rising  medical  costs,  and  a  traditional  gov- 
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ernment  plan  that  often  fails  to  deliver  responsive  services  to  re- 
cipients or  ensure  high  quality  care. 

President  Bush  and  my  Department  are  committed  to  modern- 
izing the  Medicare  program  and  strengthening  it  for  all  seniors.  At 
the  hearing  of  this  plan  is  a  belief  that  we  must  provide  better  and 
more  efficient  delivery  of  services  and  evaluate  Medicare  in  a  delib- 
erate and  thorough  manner. 

Medicare  is  in  fiscal  trouble,  which  will  only  deepen  in  coming 
decades  unless  we  act  now.  While  we  all  want  to  provide  a  drug 
benefit  for  seniors,  it  cannot  be  done  in  a  vacuum.  It  must  be  ac- 
companied by  fundamental  reforms  that  keep  those  benefits  secure. 

The  framework  for  bipartisan  legislation  that  the  President  and 
I  have  proposed  includes  several  important  principles: 

First,  all  seniors  should  have  the  option  of  a  subsidized  prescrip- 
tion drug  benefit  as  part  of  a  modernized  Medicare.  Everyone  bene- 
fits from  new  drugs  that  are  being  developed  through  the  miracles 
of  science.  And  Medicare  beneficiaries  should  and  must  have  great- 
er access  to  life-saving  therapies.  But  it  is  also  clear  that  if  we  add 
a  drug  benefit  without  comprehensive  modernization  of  the  system 
we  will  only  deepen  the  financial  crisis  Medicare  faces  in  the  com- 
ing years. 

Second,  modernized  Medicare  could  provide  better  coverage  for 
preventive  care  and  serious  illnesses.  By  preventing  disease  and  ill- 
ness to  begin  with,  we  not  only  save  substantial  financial  re- 
sources, but  we  also  save  and  improve  the  quality  of  lives. 

Third,  today's  beneficiaries  and  those  approaching  retirement 
should  have  the  option  of  keeping  the  traditional  plan  with  no 
changes. 

Fourth,  Medicare  should  provide  greater  insurance  options,  like 
those  available  to  all  Federal  employees. 

And  there  are  several  other  important  principles,  including 
strengthening  the  program's  long-term  financial  security;  improv- 
ing the  management  of  the  government  Medicare  plan;  updating 
and  streamlining  Medicare's  regulations  and  administrative  proce- 
dures; and  encouraging  high-quality  health  care  for  all  seniors. 

These  principles  are  vital  to  quality  care,  and  should  be  available 
to  everyone  in  Medicare.  Period.  In  a  nation  as  prosperous  and  as 
compassionate  as  ours,  it  is  the  least  that  we  can  do. 

The  lack  of  drug  coverage  among  America's  seniors  is  among 
Medicare's  most  pressing  challenges.  Ten  million  Medicare  bene- 
ficiaries have  no  prescription  drug  coverage  at  all.  In  fact.  Medicare 
beneficiaries  and  the  uninsured  are  really  the  only  individuals  in 
America  today  that  commonly  full  price  for  prescription  drugs. 
That  is  simply  unacceptable.  It  must  change. 

The  President  is  also  committed  to  a  Medicare  subsidized  drug 
benefit  that  protects  seniors  against  high  catastrophic  drug  ex- 
penses. And  we  must  also  support  the  continuation  of  affordable 
prescription  drug  coverage  now  available  to  many  seniors  through 
retiree  plans  and  private  health  insurance  plans. 

Our  budget  also  provides  $8  billion  through  the  year  2006  to  ex- 
pand drug  coverage  to  low-income  Medicare  recipients.  This  pro- 
posal is  fully  integrated  with  the  President's  Medicare  moderniza- 
tion proposal,  and  will  enable  States  to  take  advantage  of  existing 
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structures  so  that  seniors  will  be  able  to  get  help  quickly.  We  have 
debated  this  issue  long  enough. 

Mr.  Chairman,  I  want  to  work  with  you  and  all  Members  of  this 
Committee  in  designing  this  vital  drug  assistance  program.  It  is  so 
important.  And  I  look  forward  to  your  ideas  and  thoughts  on  better 
serving  America's  neediest  seniors. 

We  must  also  act  now  to  stabilize  the  Medicare+Choice  system, 
to  ensure  that  current  benefits  and  choices  remain  available  to 
Medicare  beneficiaries.  We  should  not  eliminate  by  inaction  a  pro- 
gram that  millions  of  seniors  enjoy. 

We  must  come  together  now  to  take  the  sound,  the  careful  and 
deliberate  steps  needed  to  improve  the  Medicare  Program  for  to- 
day's seniors,  as  well  as  tomorrow's.  And  we  must  start  this  proc- 
ess now.  These  issues  have  been  debated  on  and  off  for  years,  and 
now  it  is  time  for  action.  I  am  here  today  to  tell  you  that  we  stand 
ready  and  willing  to  work  with  you  and  the  other  Members  of  the 
Committee  and  all  Members  of  Congress,  to  make  that  happen. 

I  understand  that  the  Administration  and  the  House  have  some- 
times differed  in  their  numbers.  Wliile  we  feel  that  we  can  provide 
this  benefit  for  less  than  the  $350  billion  which  was  proposed  in 
the  budget  by  this  house,  let  me  make  it  clear  that  we  are  com- 
mitted as  an  administration  to  the  principle  of  a  prescription  drug 
benefit,  rather  than  to  a  specific  figure. 

Three  decades  from  now,  the  promise  of  a  financially  secure  re- 
tirement should  continue  to  be  a  reality  for  America's  seniors.  As 
we  join  together,  we  can  make  sure  that  it  will  happen.  So  thank 
you,  Mr.  Chairman,  Congressman  Rangel,  and  all  Members  of  the 
Committee,  for  this  opportunity  to  discuss  this  very  important  topic 
with  you  today.  Now  I  look  forward  to  answering  your  questions. 

[The  prepared  statement  of  Secretary  Thompson  follows:] 

Statement  of  the  Hon.  Tommy  G.  Thompson,  Secretary,  U.S.  Department  of 
Health  and  Human  Services 

Chairman  Thomas,  Representative  Rangel,  distinguished  Committee  members, 
thank  you  for  inviting  me  to  discuss  our  proposal  for  strengthening  Medicare,  in- 
cluding prescription  drug  coverage.  This  committee  obviously  played  a  key  role  in 
creating  the  Medicare  program.  When  that  legislation  was  enacted,  President  John- 
son said:  "No  longer  will  older  Americans  be  denied  the  healing  miracle  of  modem 
medicine.  No  longer  will  illness  crush  and  destroy  the  savings  that  they  have  so 
carefully  put  away  over  a  lifetime."  Thirty-six  years  later,  President  Bush  beheves 
it  is  time  for  our  Nation  to  come  together  and  renew  that  commitment.  I  share  the 
President's  view  that  we  have  a  moral  obhgation  to  fulfill  Medicare's  promise  of 
health  care  security  for  America's  seniors  and  people  with  disabilities. 

Medicare  has  provided  this  security  to  millions  of  Americans  since  1965.  But  its 
lack  of  prescription  drug  coverage  demonstrates  that  Medicare  is  not  keeping  up 
with  the  rapid  advances  in  medical  care.  Looking  ahead,  medical  care  holds  the 
promise  of  improving  and  extending  life  through  countless  innovations.  But  as  we 
enter  the  21st  century,  Medicare's  promise  is  threatened  by:  outdated  benefits;  lim- 
ited financial  protection  against  high  medical  costs;  a  system  that  has  not  delivered 
rehable  heedth  plan  options;  and  a  traditional  government  plan  that  often  fails  to 
dehver  responsive  services  to  beneficiaries  or  ensure  high-quality  care. 

The  77  million  Americans  who  will  be  entitled  to  Medicare  in  2030  are  counting 
on  Medicare's  promised  benefits.  Yet  even  Medicare's  current  benefits  are  not  secure 
for  the  retirement  of  the  Baby  Boom  generation.  Medicare's  fund  for  hospital  insur- 
ance will  face  cash  flow  deficits  beginning  in  about  15  years  and  is  projected  to  be- 
come insolvent  within  30  years.  Medicare's  fund  for  its  other  benefits  will  require 
nearly  a  doubling  of  beneficiary  premiums  and  infusions  of  general  revenues  to  re- 
main solvent  over  the  next  10  years.  Medicare's  accounting  disguises  the  true  fiscal 
health  of  Medicare  and  makes  it  difficult  to  plan  ahead. 
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STRENGTHENING  MEDICARE 

Recognizing  these  problems,  President  Bush  has  worked  with  members  of  Con- 
gress from  both  parties  to  develop  a  framework  for  a  modernized  Medicare  program 
and  for  keeping  Medicare's  benefits  secure.  The  President's  framework  includes  the 
following  eight  principles: 

First,  all  seniors  should  have  the  option  of  a  subsidized  prescription  drug 
benefit  as  part  of  modernized  Medicare.  More  specifically,  the  President's 
framework  made  it  clear  that: 

•  Medicare's  subsidized  drug  benefit  should  protect  seniors  against  high  drug 
expenses  and  should  give  seniors  with  limited  means  the  additional  assistance 
they  need. 

•  The  drug  benefit  should  give  all  seniors  the  opportunity  to  choose  among 
plans  that  use  some  or  all  of  the  tools  widely  used  in  private  drug  plans  to 
lower  drug  costs  and  improve  quality  of  care. 

•  The  drug  benefit  should  support  and  encourage  the  continuation  of  the  ef- 
fective prescription  drug  coverage  now  available  to  many  seniors  through  retiree 
plans  and  private  health  insurance  plans. 

•  The  new  drug  benefit  should  also  be  available  through  Medigap  plans  and 
as  a  stand-alone  drug  plan  for  seniors  who  prefer  these  choices. 

Others  may  advocate  a  different  approach,  but  we  believe  it  is  critical  for  seniors 
to  have  a  choice  of  drug  plans  so  that  they  can  pick  the  one  that  is  best  for  their 
needs — this  is  not  a  decision  the  government  should  make  for  them,  just  as  we 
should  not  be  picking  their  doctor  or  giving  them  a  one-size-fits-all  health  plan.  As 
the  members  of  this  Committee  know,  both  the  independent  CMS  actuaries  and  the 
non-partisan  Congressional  Budget  Office  experts  fully  expect  private  drug  plans  to 
participate  in  this  benefit.  At  this  point  in  the  legislative  process,  with  the  drug  ben- 
efit still  subject  to  intense  debate,  it  would  be  surprising  if  companies  were  stepping 
forward  to  say  they  would  offer  it — since  they  might  prefer  not  to  have  to  compete. 
But  as  CBO  has  also  confirmed,  giving  private  plans  the  proper  incentives  is  the 
way  to  get  the  best  deal  for  Medicare  beneficiaries  and  the  program — jdelding  lower 
drug  prices  and  lower  monthly  premiums  through  competition.  Of  course,  the  gov- 
ernment has  a  proper  role  to  play  as  well,  particularly  in  making  sure  seniors  can 
get  the  protection  against  catastrophic  drug  costs  that  they  need — protection  which 
is  often  lacking  today — and  taking  the  steps  necessary  to  ensure  that  all  eligible 
seniors  and  disabled  individuals  get  the  benefits  to  which  they  will  be  entitled. 

Second,  modernized  Medicare  should  provide  better  coverage  for  preven- 
tive care  and  serious  illnesses.  Medicare's  current  cost-sharing  often  imposes  the 
highest  costs  on  those  who  need  the  most  care.  Individuals  who  need  hospital  care 
currently  face  a  payment  of  more  than  $800  for  each  spell — and  they  can  have  sev- 
eral spells  in  a  year — and  Medicare's  coverage  for  hospitalizations  can  eventually 
run  out.  And  unlike  most  private  insurance.  Medicare  does  not  provide  "stop-loss" 
protection  to  limit  the  financial  obligations  imposed  on  beneficiaries.  At  the  same 
time,  whether  in  Medicare  itself — or  in  the  Medigap  plans  that  seniors  buy  to  fill 
in  Medicare's  coverage  gaps — first-dollar  often  coverage  drives  up  costs  and  pre- 
miums for  beneficiaries  without  yielding  noticeable  improvements  in  health.  Thus 
we  believe  Medicare's  coverage  should  be  improved  so  that  it  provides  better  protec- 
tion when  serious  illnesses  occur  and  better  coverage  to  help  prevent  these  illnesses 
in  the  first  place — like  having  zero  co-payments  on  Medicare's  preventive  benefits 
while  still  encouraging  prudent  use  of  services  and  beneficiary  involvement  in 
health  care  decisions.  Because  they  will  encourage  better  use  of  preventive  care  and 
other  services,  better  Medicare  benefits  will  also  help  seniors  and  the  Medicare  pro- 
gram get  the  best  value  from  the  new  drug  benefit. 

Third,  today's  beneficiaries  and  those  approaching  retirement  should 
have  the  option  of  keeping  the  traditional  Medicare  plan  with  no  changes. 
For  us  this  is  obvious — no  one  should  be  forced  to  accept  significant  changes  they 
do  not  like  and  are  not  prepared  for.  Although  we  believe  that  a  modernized  Medi- 
care program  will  be  attractive  to  many  current  beneficiaries,  we  believe  the  choice 
rightly  rests  with  them  on  whether  to  move  fi-om  the  existing  program  to  the  mod- 
ernized one. 

Fourth,  Medicare  should  provide  better  health  insurance  options,  like 
those  available  to  all  Federal  employees  and  retirees.  For  too  long.  Medicare 
has  been  a  "one  size  fits  all"  program,  and  we  should  offer  options  appropriate  to 
the  unique  challenges  various  seniors  face — including  the  kind  of  innovative  disease 
management  programs  which  this  Committee  has  pushed  for  but  which  are  threat- 
ened by  chronic  underpayments  to  private  plans  today.  Private  plans  have  been  a 
critical  source  of  drug  coverage  and  other  innovative  benefits  for  seniors,  and  should 
remain  so. 
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Fifth,  Medicare  legislation  should  strengthen  the  program's  long-term  fi- 
nancial security.  In  light  of  the  recent  Trustees'  Report  on  Medicare  one  could 
conclude  that  our  guiding  principle  should  be  "first,  do  not  harm."  But  the  Presi- 
dent's budget  recognized  that  strengthening  Medicare  would  require  substantial 
new  resources — and  proposed  $190  billion  for  this  important  purpose.  Of  course  we 
are  more  than  willing  to  work  with  Congress  this  year  to  enact  this  long-overdue 
legislation,  and  we  understand  that  there  are  a  range  of  views  regarding  how  much 
new  spending  needs  to  be  allocated  for  this  purpose.  We  believe  an  effective  pro- 
gram for  strengthening  Medicare  and  including  a  prescription  drug  benefit  can  be 
accomplished  within  the  amount  the  President  has  allocated  in  his  Budget.  Without 
strong  measures  to  make  the  program  more  efficient  being  incorporated  along  with 
new  benefits,  all  of  Medicare's  benefits  will  become  less  secure  under  some  pro- 
posals. 

For  example,  some  have  proposed  a  drug  benefit  as  large  as  $750  billion,  financed 
largely  by  surpluses  generated  by  the  Medicare  Part  A  Trust  Fund.  But  if  the  Part 
A  surpluses  literally  were  directed  to  augmenting  prescription  drug  coverage,  the 
consequences  for  Medicare's  ability  to  provide  benefits  for  the  Baby  Boom  would  be 
severe.  According  to  the  independent  Actuaries,  this  transfer  could  cut  the  life  of 
the  Part  A  Trust  Fund  in  half — causing  its  insolvency  by  2016  and  requiring  its  bal- 
ances to  be  drawn  down  starting  in  2008.  Some  might  want  to  exploit  the  account- 
ing gimmicks  that  Medicare's  bifiircated  Trust  Fund  system  encourages,  by  creating 
yet  another  fund  for  the  drug  benefit  and  leaving  it  to  future  generations  to  figure 
out  how  to  pay  for  it.  But  no  accounting  gimmicks  can  hide  the  fact  that  such  a 
drug  benefit  would  increase  the  program's  long-term  financing  challenges  by  50  to 
100  percent.  What  costs  $750  billion  in  the  first  10  years  would  balloon  to  $2.4  tril- 
lion in  the  next  ten,  just  when  the  Baby  Boomers  are  counting  on  Medicare.  Medi- 
care spending  (even  after  subtracting  beneficiary  premiums)  is  expected  to  grow 
from  2%  of  GDP  today  to  4%  by  2030,  and  this  drug  benefit  proposal  would  increase 
that  share  to  almost  6% — which  is  like  a  tax  increase  on  future  Americans  amount- 
ing to  nearly  2%  of  our  entire  national  product. 

Thus,  while  we  want  to  work  closely  with  Congress  to  enact  a  Medicare  drug  ben- 
efit this  year,  we  also  want  to  work  closely  with  Congress  to  make  sure  that  the 
benefits  we  promise  today  will  be  there  for  beneficiaries  tomorrow.  This  is  also  why 
we  support  changes  in  Medicare's  Trust  Fund  accounting  to  provide  a  clear  picture 
of  Medicare's  financial  outlook.  We  have  all  seen  examples  of  how  poor  accounting 
practices  can  lead  to  poor  planning,  with  devastating  consequences  for  many  Ameri- 
cans. It  is  critically  important  that  we  avoid  such  practices  in  a  program  that  is  so 
important  to  all  Americans. 

In  this  context  it  is  also  important  to  consider  the  issue  of  provider  payment  re- 
forms. Although  certain  provider  payments  may  benefit  from  adjustment,  we  believe 
such  adjustments  can  be  accomplished  without  draining  new  funds  that  are  even 
more  urgently  needed  for  improving  Medicare  benefits.  In  the  context  of  moving  for- 
ward on  our  shared  goal  of  modernizing  and  strengthening  Medicare,  the  Adminis- 
tration is  willing  to  work  with  Congress  to  consider  limited  modifications  to  provider 
payment  systems  in  order  to  address  payrnent  issues.  In  doing  so,  we  must  be  sys- 
tematic: all  provider  payment  updates  must  be  considered  and  any  package  must 
be  budget  neutral  in  the  short  and  long  term.  Most  importantly,  as  we  all  consider 
changes  to  pa3rnient  systems,  we  need  to  focus  on  the  adequacy  of  payment  systems 
for  providing  access  to  care  for  beneficiaries,  and  recall  that  any  increases  in  spend- 
ing will  be  borne,  in  part,  by  beneficiaries  and  also  have  long-term  implications  for 
the  security  of  Medicare's  benefits. 

Sixth,  the  management  of  the  government  Medicare  plan  should  be 
strengthened  so  that  it  can  provide  better  care  for  seniors.  That's  what  we're 
working  to  do  now  at  CMS,  but  we  need  legislation  to  proceed  with  such  steps  as 
competitive  bidding  so  that  Medicare  and  its  beneficiaries  can  get  better,  market- 
based  prices  for  the  items  it  buys  while  ensuring  high  quality. 

Seventh,  Medicare's  regulations  and  administrative  procedures  should  be 
updated  and  streamlined,  while  the  instances  of  fraud  and  abuse  should  be 
reduced.  Here  too  we  have  moved  aggressively  but  we  need  help  fi:*om  Congress 
and  want  to  work  with  you  to  enact  into  law  the  kind  of  sensible  improvements  that 
this  Committee  led  through  the  House  of  Representatives  with  imanimous  bipar- 
tisan support.  Regulatory  reforms  and  simplifications  are  needed  to  reduce  burdens 
on  providers  and  on  CMS  at  a  time  when  we  are  implementing  new  benefits  into 
the  Medicare  program. 

Eighth,  Medicare  should  encourage  high-quality  health  care  for  all  sen- 
iors. Recent  reports  from  the  Institute  of  Medicine  and  others  have  made  clear  the 
widespread  opportunities  for  improving  patient  care  that  exist — which  are  likely  to 
benefit  seniors  more  because  they  use  more  care.  These  studies  have  also  shown 
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that  these  problems  are  not  the  result  of  malfeasance,  and  made  it  clear  that  we 
need  to  change  the  environment  for  medical  practice  to  one  that  encourages  system- 
atic and  continuous  improvements  in  care,  not  endless  and  costly  litigation. 

Looking  ahead,  we  can  and  surely  will  continue  to  have  a  healthy  debate  about 
how  we  should  meet  these  principles.  The  key,  however,  is  to  take  action  this  year, 
and  we  intend  to  continue  to  work  closely  with  Congress  to  implement  a  prescrip- 
tion drug  benefit  that  Republicans  and  Democrats  can  support,  and  that  achieves 
the  President's  principles  for  Medicare  legislation. 

IMMEDIATE  STEPS 

At  the  same  time,  the  President's  budget  recognizes  that — under  all  proposals — 
it  will  take  several  years  to  implement  the  comprehensive  improvements  that  Medi- 
care needs,  including  a  prescription  drug  benefit  and  a  more  equitable  payment  sys- 
tem for  private  plans.  Therefore  the  Budget  also  proposes  urgently  needed  steps 
that  should  be  incorporated  into  Medicare  legislation:  the  transitional  low-income 
drug  benefit,  new  Medigap  options,  and  immediate  steps  to  help  make  sure  that 
seniors  who  prefer  private  health  insurance  coverage  in  Medicare  can  continue  to 
get  it.  We  are  also  pushing  ahead  administratively  with  the  Medicare-endorsed  pre- 
scription drug  card  and  the  Pharmacy  Plus  waiver.  These  changes  will  both  pave 
the  way  for  a  modernized  Medicare  program,  and  provide  immediate  relief  including 
drug  coverage  for  millions  of  Medicare  beneficiaries  before  the  full  drug  benefit  can 
be  implemented  at  least  three  years  from  now. 

PrescHption  Drug  Card 

About  9  million  Medicare  beneficiaries  have  no  prescription  drug  coverage  at  all. 
About  thirty-five  percent  of  these  beneficiaries  had  incomes  below  150  percent  of 
poverty,  or  an  annual  income  of  about  $18,000  for  a  family  of  two.  Medicare  bene- 
ficiaries and  the  uninsured  are  the  only  people  in  America  today  that  commonly 
have  to  pay  full  price  for  prescription  drugs.  That  is  simply  unacceptable  and  we 
must  do  something  to  address  it.  Last  year,  the  President  took  the  first  step  when 
he  proposed  the  creation  of  a  new  Medicare-endorsed  drug  card  program.  The  drug 
card  is  not  a  drug  benefit  and  it  is  not  a  substitute  for  one.  It  is,  however,  an  impor- 
tant first  step  in  helping  seniors  afford  the  drugs  they  need  today. 

The  President's  proposal  is  pretty  straightforward — it's  a  pooling  mechanism  mod- 
eled on  private  health  insurance  programs,  where  consumers  routinely  benefit  from 
discounts  of  10  to  35  percent.  Private  insurers,  with  their  large  numbers  of  cus- 
tomers, use  their  market  power  to  secure  significant  rebates  and  discounts  from 
manufacturers.  In  fact,  I  would  venture  to  guess  that  all  of  us  in  this  room,  and 
certainly  all  federal  employees,  benefit  from  lower  drug  prices  as  a  result  of  such 
pooling.  Under  the  President's  proposal.  Medicare  would  endorse  private  drug  cards 
that  met  minimum  standards,  allowing  seniors  to  get  the  information  they  need  to 
obtain  manufacturer  discounts  and  other  valuable  pharmacy  services.  These  third- 
party  plans  will  negotiate  discounts  and  rebates  directly  from  drug  manufacturers 
and  pass  the  savings  on  to  Medicare  beneficiaries  who  choose  to  participate. 

The  drug  card  has  another  important  aspect:  CMS  has  to  implement  it,  just  as 
it  will  eventually  have  to  implement  a  more  comprehensive  drug  coverage  benefit. 
CMS  knows  how  to  pay  hospitals  and  doctors  and  nursing  homes,  but  has  little  ex- 
perience in  working  with  PBMs,  pajdng  pharmacists,  or  negotiating  with  drug  man- 
ufacturers to  run  a  retail  drug  insurance  program.  The  infrastructure  created  by  the 
voluntary  drug  card  program  and  the  experience  CMS  will  gain  by  administering 
this  program  will  be  a  significant  advantage  as  CMS  moves  to  implement  whatever 
comprehensive  Medicare  prescription  drug  benefit  is  enacted.  In  our  extensive  dis- 
cussions with  AARP,  we  have  found  that  this  may  be  the  top  reason  for  their  solid 
support  of  this  concept — the  desire  to  build  the  infrastructure  and  develop  the  expe- 
rience needed  for  an  effective  Medicare  drug  benefit. 

Transitional  Medicare  Low-Income  Drug  Assistance  Program 

We've  been  debating  how  to  cover  prescription  drugs  under  Medicare  for  years. 
In  the  absence  of  a  Medicare  prescription  drug  benefit,  many  states  have  taken  ac- 
tion to  assist  the  neediest  seniors.  The  lowest-income  seniors  have  received  drug 
coverage  under  the  Medicaid  program.  In  addition,  about  three-fifths  of  the  states 
have  set  up  separate  prescription  drug  assistance  programs  for  seniors.  Yet  many 
lower-income  seniors  still  get  no  help.  The  President  believes  that  Medicare  legisla- 
tion should  take  immediate  advantage  of  existing  state  infrastructure,  and  support 
the  integration  of  existing  state  low-income  programs  into  the  new  Medicare  drug 
benefit,  by  helping  states  provide  drug  coverage  for  low-income  seniors  right  away. 

The  Administration  has  proposed  to  provide  immediate  support  for  comprehensive 
drug  coverage  for  Medicare  beneficiaries  up  to  150%  of  poverty — about  $18,000  for 
a  family  of  two.  This  proposal,  called  the  Transitional  Medicare  Low-Income  Drug 
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Assistance  Program,  would  use  the  existing  administrative  structure  operated  by 
the  states  to  identify  and  assist  low-income  seniors,  and  would  also  encourage  states 
to  use  the  new  Medicare  drug  card  infrastructure  or  similar  competitive  approaches 
to  provide  expanded  low-income  assistance.  For  Medicare  beneficiaries  up  to  100% 
of  poverty,  the  program  would  pay  for  expanded  drug  coverage  at  current  Medicaid 
matching  rates.  As  an  incentive  for  States  to  expand  coverage  up  to  150%  percent 
of  poverty,  Medicare  would  pay  90  percent  of  the  States'  cost  of  drug-only  coverage 
expansion  for  above  100%  of  poverty,  leaving  states  responsible  for  covering  the  re- 
maining 10%.  This  policy  is  projected  to  eventually  expand  drug  coverage  for  up  to 
3  million  beneficiaries  who  currently  do  not  have  prescription  drug  assistance.  It 
would  be  fully  integrated  with  the  Medicare  drug  benefit  once  the  reform  Medicare 
program  is  implemented,  through  a  transitional  mechanism  as  envisioned  in  all 
major  Medicare  drug  benefit  proposals. 

In  addition,  to  make  expanded  drug  coverage  immediately  available  even  before 
the  enactment  of  the  Transitional  Low-Income  Drug  Assistance  Program,  states  can 
immediately  participate  in  a  model  drug  waiver  program  called  Pharmacy  Plus  that 
can  cover  Medicare  beneficiaries  up  to  200%  of  poverty.  In  Illinois,  for  example, 
368,000  additional  low-income  Medicare  beneficiaries,  up  to  200%  of  poverty,  will  re- 
ceive drug  coverage  under  the  waiver  we  approved  last  month.  These  waivers  must 
be  budget  neutral  to  the  federal  government.  A  principal  mechanism  that  states  can 
use  to  provide  this  expanded  coverage  in  a  budget-neutral  way  is  the  adoption  of 
private-sector  drug  benefit  management  tools.  The  savings  generated  from  these 
tools  in  states'  existing  populations  can  be  used  to  finance  additional  drug  coverage. 

Reliable f  Affordable  Health  Insurance  Coverage  Options  In  Medicare 

The  President's  framework  for  strengthening  Medicare  calls  for  a  fair  payment 
system  for  private  plan  options  for  Medicare  beneficiaries,  like  the  system  that  pro- 
vides rehable  health  insurance  options  to  all  Federal  employees  in  the  Federal  Em- 
ployees Health  Benefits  program.  Private  plans  have  long  been  the  preferred  choice 
of  millions  of  Medicare  beneficiaries.  This  is  not  surprising,  because  the  private 
plans  allow  beneficiaries  to  receive  more  up-to-date  benefits  than  are  available 
under  traditional  Medicare.  The  enhanced  benefits  can  include  prescription  drugs, 
disease  management  programs,  and  better  preventive  care  services — benefits  widely 
available  to  the  nonelderly  and  to  Members  of  Congress  and  Administration  officials 
and  other  Federal  employees.  Frequently,  private  plans  have  provided  much  lower 
cost  sharing  for  required  Medicare  benefits  as  well. 

Action  is  needed  now  to  ensure  that  these  benefits  remain  available  to  Medicare 
beneficiaries,  because  the  current  Medicare+Choice  system  for  paying  private  plans 
is  not  giving  beneficiaries  the  options  they  deserve.  Since  the  new  payment  system 
was  implemented  in  1998,  hundreds  of  Medicare+Choice  organizations  have  left  the 
program  or  reduced  their  service  areas,  adversely  affecting  coverage  for  hundreds 
of  thousands  of  beneficiaries — reversing  what  had  been  an  upward  trend  in  private 
plan  availability  and  enrollment.  In  addition,  the  remaining  plans  are  offering  less 
generous  drug  benefits  and  other  coverage. 

While  the  benefits  offered  by  the  plans  that  remain  still  provide  a  better  deal  for 
many  seniors  than  fee-for-service  Medicare  plus  an  increasingly  costly  Medigap  pol- 
icy, millions  of  seniors  who  prefer  private  plans  have  been  made  worse  off  as  a  re- 
sult of  these  recent  changes.  And  without  corrective  legislation  this  situation  will 
only  get  worse — just  at  the  time  when  rapid  advances  in  care  will  make  it  even 
more  important  for  seniors  to  have  these  options.  Indeed,  based  on  the  latest  projec- 
tions of  the  Congressional  Budget  Office,  enrollment  in  Medicare+Choice  will  fall  by 
more  than  a  million  over  the  next  10  years  as  a  result  of  inadequate  payment  up- 
dates. Moreover,  open-network  plans  like  Preferred  Provider  Organizations  (PPOs) 
and  point  of  service  plans  have  become  popular  among  privately  covered  individuals, 
yet  only  two  PPOs  participate  in  a  few  counties  in  the  entire  Medicare  program. 

We  seek  to  address  these  problems  both  through  legislation  and  administrative 
action.  For  example,  we  just  annoimced  a  demonstration  project  to  expand  health 
plan  options  in  Medicare+Choice.  Preferred  Provider  Organizations  (PPOs)  have 
been  successful  in  non-Medicare  markets  and  CMS  is  conducting  the  demonstration 
to  test  ways  to  provide  more  health  plan  options  to  people  with  Medicare.  We  hope 
to  award  demonstrations  later  this  year  in  up  to  12  geographic  areas  that  will  be 
available  to  enroll  beneficiaries  during  the  Fall  open  enrollment  period  and  begin 
to  serve  enrollees  next  January.  This  demonstration  program  will  test  changes  in 
methods  of  payment  for  Medicare  services  that  may  be  more  efficient  and  cost  effec- 
tive while  improving  the  quality  of  services  available  to  beneficiaries.  The  dem- 
onstration plans  will  be  considered  Medicare+Choice  (M+C)  plans  and  must  offer  all 
of  Medicare's  required  benefits,  but  will  also  have  the  flexibihty  to  offer  greater  ac- 
cess to  drug  benefits. 
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The  President's  budget  also  proposes  to  take  urgently  needed  legislative  steps  to- 
ward the  equitable  payment  system  for  private  plans  proposed  in  the  President's 
framework  for  strengthening  Medicare.  These  proposals  would  modify  the 
Medicare+Choice  payment  formula  to  better  reflect  actual  healthcare  cost  increases, 
allocate  additional  resources  in  2003  to  counties  that  have  received  only  minimum 
updates  in  2002,  and  provide  incentive  payments  for  new  types  of  plans  to  partici- 
pate in  Medicare+Choice,  including  PPOs.  Together  these  augmented  payments 
would  address  the  prolDlem  of  persistently  low  payment  updates  to  most 
Medicare+Choice  plans,  making  more  plan  choices  available  and  improving  benefits 
for  millions  of  seniors.  Because  these  proposals  would  allow  many  plans  to  provide 
or  at  least  maintain  drug  coverage  in  their  benefit  package,  they  also  provide  an- 
other means  of  giving  seniors  prompt  help  with  their  drug  costs. 

New  Medigap  Options 

Because  of  the  major  gaps  in  the  benefit  package  in  the  fee-for-service  program, 
supplemental  coverage — often  called  Medigap — is  an  essential  part  of  Medicare  cov- 
erage for  millions  of  our  nation's  elderly  and  disabled.  The  Administration  shares 
the  concerns  some  have  expressed  regarding  the  rapid  increases  in  Medigap  pre- 
miums in  recent  years:  most  seniors  now  pay  much  more  for  Medigap  than  they  pay 
in  Medicare  premiums.  We  also  agree  with  the  leaders  on  this  Committee  that  we 
can  better  design  both  Medicare  and  Medigap  so  that  seniors  and  people  with  dis- 
abilities can  get  more  affordable  coverage,  and  get  the  most  for  the  health  care  dol- 
lars they  spend.  Clearly  the  existing  set  of  options,  which  require  beneficiaries  to 
purchase  "first-dollar"  coverage  for  hospitalizations  and  even  basic  services  like  doc- 
tor's visits  before  they  can  obtain  any  drug  coverage,  has  become  outdated. 

Yet  giving  seniors  the  option  of  a  better  benefit  package,  including  prescription 
drugs,  and  more  affordable  Medigap  plans  to  go  along  with  it  will  take  several  years 
to  implement.  So  we  have  also  proposed  that  two  new  Medigap  plans  be  added  to 
improve  beneficiaries'  options  quickly.  Both  of  these  options  would  be  considerably 
more  affordable  that  the  current  Medigap  policies  that  cover  drugs.  They  would  sub- 
stantially reduce  cost-sharing  for  beneficiaries  and  provide  much  better  protection 
against  high  costs.  And  they  would  increase  the  number  of  seniors  with  drug  cov- 
erage. If  we  provide  a  one-time  opt-in  for  current  beneficiaries,  we  estimate  that  up 
to  1.5  million  beneficiaries  would  choose  these  new  policies  once  they  are  available — 
and  that  nearly  half  of  these  enrollees  would  be  beneficiaries  who  do  not  have  drug 
coverage  now.  Moreover,  we  can  achieve  this  significant  increase  in  drug  coverage 
among  seniors  right  away,  not  several  years  down  the  road,  while  saving  money  for 
beneficiaries  and  the  Medicare  program.  Of  course,  as  the  President  has  made  clear, 
seniors  should  be  able  to  keep  their  existing  Medigap  coverage  with  no  changes  if 
they  prefer  it. 

CONCLUSION 

We  are  committed  to  working  constructively  with  Congress  to  enact  legislation 
consistent  with  the  President's  principles — so  that  we  can  put  a  prescription  drug 
benefit  into  place  this  year.  We  all  know  that  failing  to  act  to  meet  these  unavoid- 
able challenges  may  lead  to  more  extreme  changes  later,  including  government  con- 
trols on  prescription  drugs  and  stricter  coverage  limits  in  Medicare.  These  changes 
would  reduce  access  to  needed  treatments  and  slow  the  development  of  new  tech- 
nologies, such  as  promising  new  drugs  for  common  cancers  and  other  diseases.  In- 
stead, we  must  come  together  now  to  take  the  sound,  careful,  and  deliberate  steps 
needed  to  improve  the  Medicare  program  for  today's  seniors  and  tomorrow's.  And 
we  must  take  action  now — these  issues  have  been  debated  on  and  off  for  years,  and 
seniors  cannot  afford  to  wait  any  longer.  Thirty-six  years  from  today,  we  should  still 
have  a  Medicare  program  that  fulfills  President  Johnson's  promise  of  a  secure  and 
vibrant  retirement.  I  thank  you  for  the  opportunity  to  discuss  this  very  important 
topic  with  you  today,  and  I  look  forward  to  answering  your  questions. 


Chairman  Thomas.  Thank  you,  Mr.  Secretary.  I  know  a  number 
of  Members  wish  to  inquire.  And  we  always  have  a  hmited  time, 
so  the  Chair  will  not  conduct  any  questions,  in  deference  to  other 
Members.  And  I  would  urge  the  more  senior  Members,  if  they  do 
not  feel  strongly  compelled,  that  we  allow  others  to  participate  in 
the  questioning. 
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And  with  that,  I  would  recognize  the  gentleman  from  Illinois  for 
questions. 

Mr.  Crane.  Thank  you,  Mr.  Chairman.  Mr.  Secretary,  some  law- 
makers believe  the  Medicare  trustees'  projection  of  an  additional 
year  of  Medicare  solvency — namely,  to  go  from  2029  to  2030 — is  a 
sign  that  we  should  not  address  fundamental  reforms  to  the  Medi- 
care Program.  They  would  rather  focus  on  adding  additional  bene- 
fits to  the  existing  program,  like  a  prescription  drug  benefit. 

In  your  opinion,  if  the  Congress  were  to  simply  add  on  a  drug 
benefit  to  the  existing  program,  how  would  that  change  the  sol- 
vency outlook  of  Medicare? 

Mr.  Thompson.  It  depends,  really,  on  how  that  program  is  struc- 
tured. It  depends  upon  the  total  amount  of  the  cost.  If  you  used  the 
$750  billion  figure,  then  if  you  take  $400  billion  out  of  part  A,  you 
would  reduce  the  solvency  from  2030  to  2016.  If  you  used  it  basi- 
cally on  payment  of  income  taxes,  at  the  present  dollars,  that 
would  be  a  $2,100  tax  per  individual  in  America.  So  that  is  a  com- 
parison. 

If  you  take  it  out  of  the  General  Fund,  the  $190  billion,  that  the 
President  has  done,  which  has  been  reduced  in  other  budgets,  it 
will  not  in  any  way  affect  the  solvency.  So  it  depends  upon  how  it 
is  structured,  and  it  depends  upon  how  the  dollars  are  used  and 
where  those  dollars  come  from.  Congressman. 

Mr.  Crane.  Let  me  ask  you  a  question  relating  to  drug  therapies 
that  Medicare  does  cover.  I  think  it  is  safe  to  say  that  all  Members 
of  Congress,  as  well  as  the  Bush  Administration,  want  to  ensure 
that  we  in  Washington  spend  the  taxpayers'  dollars  as  prudently 
as  possible.  That  is  why,  particularly  in  health  care,  we  revisit  our 
payment  policies  every  year:  to  ensure  that  people  have  access  to 
needed  drugs  and  other  therapies,  but  that  we  are  not  overpaying 
for  services. 

I  have  been  particularly  involved  in  working  on  kidney  disease 
related  issues.  And  your  report  on  developing  a  new  composite  rate 
index  for  renal  dialysis  services  will  be  very  helpful,  as  it  will  re- 
quire legislative  language.  When  can  we  expect  to  receive  that  re- 
port? 

Mr.  Thompson.  Congressman,  I  know  that  you  are  interested  in 
this  subject,  and  I  compliment  you  first  on  your  passion  on  it.  It 
is  a  very  important  subject,  and  I  appreciate  your  leadership. 

The  Congress  has  requested  that  this  report  be  given  to  Congress 
by  July  of  this  particular  year.  And  I  can  advise  you  today,  and  all 
Members  of  the  Committee,  that  report  is  in  the  process  of  being 
compiled,  and  will  be  ready  on  time  to  you  and  other  Members  of 
the  Committee  in  July  of  this  year,  as  ordered  by  Congress. 

Mr.  Crane.  Thank  you.  Is  it  an  accurate  assumption  that  you  en- 
vision Epogen  being  folded  into  the  composite  rate?  And  if  not,  does 
the  Administration  recommend  that  we  reduce  payment  consistent 
with  the  Office  of  the  Inspector  General's  recommendations? 

Mr.  Thompson.  I  didn't  hear  the  first  part  of  your  question.  Con- 
gressman. 

Mr.  Crane.  Is  it  an  accurate  assumption  that  you  envision 
Epogen  being  folded  into  the  composite  rate?  And  if  not,  does  the 
Administration  recommend  that  we  reduce  payment  consistent 
with  the  Office  of  the  Inspector  General's  recommendation? 
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Mr.  Thompson.  Congressman,  all  of  those  things  that  you  have 
just  mentioned  are  going  to  be  details  that  are  going  to  be  outlined 
in  the  report  that  will  be  given  in  July. 

Mr.  Crane.  Very  good.  Thank  you  so  much,  Mr.  Secretary. 

Mr.  Thompson.  Thank  you. 

Mr.  Crane.  I  jdeld  back  the  balance  of  my  time. 

Chairman  Thomas.  Thank  the  gentleman.  Does  the  gentleman 
from  New  York  wish  to  inquire? 

Mr.  Rangel.  Yes.  Mr.  Secretary,  you  are  not  under  oath,  but  are 
you  now  or  ever  have  you  been  a  candidate  for  higher  office? 

Mr.  Thompson.  I  consider  Governor  a  higher  office.  Congress- 
man, and  I  have  been  a  candidate  in  the  past,  candidate  for  Gov- 
ernor. I  am  currently  not  a  candidate  for  Governor.  I  am  very 
pleased  to  be  Secretary  of  Health  and  Human  Services,  one  of  the 
largest  Departments  of  the  Federal  Government,  supporting  Presi- 
dent Bush. 

Mr.  Rangel.  And  you  participated  in  no  activities  that  will  allow 
us  to  believe  that  you  could  be  considered  a  candidate? 

Mr.  Thompson.  I  don't  know  what  you  are  driving  at,  but  if  you 
think  that  somebody  put  out  a  poll  in  Wisconsin  a  week  ago  to  see 
if  I  would  come  back,  that  poll  was  not  commissioned  by  me,  paid 
by  me,  and  I  didn't  know  anything  about  it  until  I  read  about  it 
in  the  newspapers,  the  same  way  that  you  read  about  it  and  other 
people  read  about  it. 

I  am  not  a  candidate  for  Governor;  do  not  intend  to  be  a  can- 
didate for  Governor.  I  intend  to  finish  my  term  as  Secretary  of  this 
Department,  Congressman. 

Mr.  Rangel.  Well,  I  didn't  know  about  the  poll  but,  like  the 
Chairman,  I  make  this  up  as  I  go  along. 

Mr.  McDermott.  Mr.  Rangel,  did  he  say  he  would  not  run  for 
Governor? 

Mr.  Rangel.  Yes. 

Mr.  Thompson.  I  know  that  is  going  to  please  a  lot  of  Democrats 
in  Wisconsin.  I  wanted  to  make  sure  that  you  get  that  on  the 
record.  Is  that  correct.  Congressman  McDermott?  Because  it  indi- 
cates I  still  could  win. 

[Laughter.] 

Mr.  Rangel.  Well,  thank  you,  Mr.  Chairman,  for  opening  up  this 
new  opportunity  for  us  to  explore  our  political  agenda. 

You  had  indicated  more  than  once  that  you  are  concerned  about 
the  long-term  fiscal  concern  of  the  40  million  people  that  have 
Medicare.  And  you  are  aware  that  in  2030  the  Baby  Boomers  will 
become  eligible.  Do  you  have  any  idea  what  impact  this  will  have 
on  the  40  million,  or  what  number  we  expect  will  become  eligible 
as  a  result  of  the  Baby  Boomers? 

Mr.  Thompson.  Congressman  Rangel,  our  actuaries  have  put 
that  into  the  report.  I  do  not  have  that  number  at  the  tip  of  my 
fingers. 

Mr.  Rangel.  Some  say  78  million,  or  double,  close  to  80  million. 
Mr.  Thompson.  It  could  be.  I  know  we  included  it  in  the  report. 
Congressman. 

Mr.  Rangel.  Okay.  Now,  I  don't  know  why  in  the  budget  for 
Medicare  we  did  not  include  that  area  in  our  budget  as  it  relates 
to  the  Tax  Bill.  It  seems  to  me  that  the  reason  that  we  had  the 
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sunsetting  of  the  Tax  Bill  was  to  make  certain  it  fit  within  the 
budget.  Now  we  understand  that  this  week  it  is  going  to  be  rec- 
ommended by  the  majority,  as  did  the  President,  that  we  make  the 
tax  cuts  that  have  been  enacted  permanent. 

Now,  our  people  tell  us  that  that  will  cost  us  $500  billion  in  this 
decade,  and  some  $4  trillion  in  the  next  decade.  I  don't  think  these 
figures  are  being  challenged.  Have  you  considered  this,  as  you 
project  the  Medicare  obligations  at  2030?  Or  is  that  beyond  your 
pay  level? 

Mr.  Thompson.  I  have  not.  Congressman.  I  do  have  the  figure  at 
2030.  There  will  be  $70  million,  that  was  the  figure  that  was  used. 
In  regards  to  the  tax  policy,  I  have  not  considered  that  in  our  anal- 
ysis of  Medicare.  We  have  based  that  upon  the  empirical  data  that 
we  have  within  the  Department  and  the  Administration,  but  we 
have  not  factored  in  any  of  the  taix  policies.  That  is  not  in  my  De- 
partment, and  we  have  not  factored  it  in. 

Mr.  Rangel.  That  is  very  helpful.  So  to  restate  your  position,  it 
is  that  as  it  relates  to  the  future  of  Medicare,  tax  policy  has  not 
been  a  consideration  of  yours? 

Mr.  Thompson.  It  has  not. 

Mr.  Rangel.  Thank  you. 

Chairman  Thomas.  I  thank  the  gentleman.  Just  so  everyone  un- 
derstands the  circumstances  in  terms  of  the  tax  provisions,  the 
House  last  year  voted  on  a  number  of  tax  measures.  Every  time  the 
House  passed  a  tax  measure,  it  was  permanent.  The  only  time  the 
tax  measures  were  not  permanent  was  when  the  House  voted  on 
the  conference  report,  including  the  Senate,  because  of  the  Senate's 
reconciliation  rules.  So  the  only  reason  we  don't  have  permanent 
tax  structures  today  is  because  of  the  rules  of  the  Senate;  not  be- 
cause of  any  decision  that  was  made  in  the  House. 

The  Chair  would  recognize  for  inquiry  the  gentleman  from  Flor- 
ida. 

Mr.  Shaw.  Thank  you,  Mr.  Chairman.  I  will  be  brief,  in  carrying 
forth  your  stated  policy  of  trying  to  get  to  the  junior  Members  be- 
fore Mr.  Thompson  has  to  leave. 

Mr.  Secretary,  in  reading  your  written  testimony,  I  was  struck 
by  a  comment  that  you  attributed  to  President  Johnson,  in  which 
you  said,  and  I  quote,  "No  longer  will  older  Americans  be  denied 
the  healing  miracle  of  modern  medicine.  No  longer  \vill  illness 
crush  and  destroy  the  savings  that  they  have  so  carefully  put  away 
over  a  lifetime." 

That  is,  I  think,  something  that  all  of  us  should  try  to  keep  in 
mind.  That  is  why  we  are  here.  That  is  why  we  are  considering 
prescription  drugs  and  how  to  modernize  the  Medicare  Program. 

You  then  go  on  to  say  that  36  years  later  President  Bush  believes 
it  is  time  for  our  Nation  to  come  together  and  renew  that  commit- 
ment. I  think  that  coming  together  is  something  that  has  been  too 
rare  these  days.  And  we  have  seen  so  much  of  politicking,  that  it 
is  "my  way,  or  the  highway."  And  I  think  at  this  time  that  we  in 
this  Committee,  and  we  in  this  Congress,  come  together,  and  we 
as  two  bodies  of  the  Legislature  come  together.  And  I  am  hopeful 
that  whatever  product  we  will  eventually  come  out  with  in  this 
Congress,  I  hope  that  this  time  the  Senate  will  move  forward  on 
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our  plan,  or  their  plan,  and  get  us  into  conference.  Because  it  is 
the  seniors  who  are  losing  ground. 

Over  the  last  36  years,  since  President  Johnson  made  that  com- 
ment, medical  treatment  has  changed  immensely.  Seniors  are  liv- 
ing longer.  Their  quality  of  life  is  better.  And  much  of  that  is  due 
to  the  miracle  of  modern  medicine  and  medication. 

I  was  at  Eckert  Drugs  in  south  Florida  the  other  day,  in  Fort 
Lauderdale.  And  I  was  waiting  to  pick  up  a  prescription  that  I  had 
dropped  off,  and  saw  this  elderly  woman  in  front  of  me  gathering 
together  her  prescriptions,  and  then  having  to  give  half  of  them 
back  to  the  druggist  because  she  simply  could  not  afford  it.  That 
is  not  acceptable.  We  can  do  a  better  job,  as  you  very  aptly  set 
forth  in  your  comments. 

I  have  no  questions  for  you.  I  believe  that  your  statement  is  com- 
prehensive. It  is  complete.  And  I  hope  that  all  of  the  Members  will 
carefully  examine  it,  and  try  to  govern  ourselves  in  accordance  with 
the  framework  that  you  set  forth. 

I  am  delighted  to  have  you  where  you  are.  I  know  the  good  work 
and  commitment  that  you  have  had  in  every  field  that  you  have 
been  in.  Whereas  I  can  feel  that  you  are  not  running  in  Wisconsin 
is  Wisconsin's  loss;  but  it  is  certainly  this  country's  gain  to  keep 
you  exactly  where  you  are  during  the  period  of  time  that  we  are 
in  now,  in  going  back  and  reauthorizing  welfare  reform,  as  well  as 
these  other  very,  very  important  programs  for  today's  seniors. 
Thank  you,  Mr.  Secretary. 

Mr.  Thompson.  Thank  you,  Mr.  Shaw,  for  your  comments.  I  ap- 
preciate them  very  much.  And  thank  you  for  your  leadership  on 
welfare  reform,  as  well  as  on  this  subject. 

Chairman  Thomas.  Does  the  gentlewoman  from  Connecticut, 
Chairman  of  the  Health  Subcommittee,  wish  to  inquire? 

Mrs.  Johnson  of  Connecticut.  Thank  you,  Mr.  Chairman. 

I  also  want  to  applaud  your  testimony,  not  only  because  it  looks 
at  modernizing  Medicare  by  adding  prescription  drugs,  but  because 
it  looks  at  better  coverage  of  preventive  health  care,  and  will  pre- 
pare the  system  to  deal  with  the  growing  dramatic  need  for  better 
ability  to  manage  chronic  illness.  You  are  modernizing.  Through 
your  proposals,  we  have  the  opportunity  to  modernize  Medicare  as 
a  health  program,  in  addition  to  making  it  a  far  more  efficient  and 
cost  effective  program.  I  appreciate  your  testimony.  I  appreciate 
your  work  with  us  on  making  it  a  more  errors-free  program,  so  that 
there  will  be  both  less  human  suffering  and  less  public  cost  for 
medical  errors. 

I  want  to  ask  you  just  one  question.  One  of  the  many  issues  we 
are  working  on  is  a  response  to  the  Inspector  General's  and  the 
General  Accounting  Office's  findings  that  we  are  paying  much  more 
for  part  B  drugs  and  biologicals  than  we  should.  We  are  currently 
reimbursing  them  at  95  percent  of  the  average  wholesale  price,  and 
these  prices  are  much  higher  than  the  price  manufacturers  charge 
other  providers. 

As  we  look  at  how  to  fix  this,  we  on  this  Committee  are  looking 
at  a  competitive  bidding  model.  There  are  some  other  models  out 
there.  What  is  your  opinion  on  the  competitive  bidding  approach, 
versus  other  mechanisms  to  set  prices  in  the  part  B  area? 
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Mr.  Thompson.  Well,  first,  let  me  thank  you  for  your  leadership 
on  preventive  health.  This  is  absolutely  a  passion  of  mine.  I  think 
the  way  we  deliver  health  care  needs  to  be  strengthened  and  im- 
proved. And  one  of  the  ways  is  certainly  in  preventative  health.  We 
wait  until  people  get  sick,  and  then  we  spend  lots  of  dollars  to  get 
them  well.  And  we  could  save  a  lot  of  money  by  getting  people 
healthy,  and  keeping  them  healthy,  at  the  beginning.  So  I  applaud 
you  for  that. 

Competitive  bidding  is  something  that  we  support.  We  are  some- 
what concerned  about  if  we  have  the  sole  responsibility  of  negoti- 
ating prescription  drug  prices  with  the  drug  companies,  because 
Medicare  uses  up  50  percent  of  the  drugs,  and  we  would  be  the 
900-pound  gorilla  in  the  market,  and  we  would  distort  the  market 
if  we  did  that.  But  competitive  bidding  is  absolutely  vital.  I  fully 
and  enthusiastically  support  it. 

Mrs.  Johnson  of  Connecticut.  Thank  you.  Mr.  Chairman,  I  yield 
back  my  time. 

Chairman  Thomas.  Thank  you.  Does  the  gentleman  from  Cali- 
fornia, the  Ranking  Member  on  the  Health  Subcommittee,  wish  to 
inquire? 

Mr.  Stark.  Thank  you,  Mr.  Chairman.  And  I  would  just  like  to 
correct  the  mistaken  impression  that  the  gentlewoman  from  Con- 
necticut would  have  left  when  she  said  that  State-level  experts 
don't  have  experience  to  testify  on  national  issues.  In  this  par- 
ticular issue,  Ms.  Chellie  Pingree,  who  was  first  accepted  by  the 
minority  and  then  just  yesterday  turned  down,  has  testified  before 
State  legislatures  in  Texas,  New  York,  Minnesota,  Washington, 
and  Arizona.  She  has  testified  before  the  American  Association  of 
Family  Practitioners,  the  American  Public  Health  Association,  the 
American  Medical  Association,  the  AARP,  the  New  England  Re- 
gional Conference  on  Prescription  Drugs,  the  Conference  on  Afford- 
able Health  Care,  and  the  International  Association  of  Machinists, 
if  that  is  too  political. 

None  of  the  witnesses  on  the  schedule  today,  with  the  possible 
exception  of  the  Honorable  Secretary,  have  had  any  experience  in 
running  a  drug  program.  None  of  the  Members  of  this  Committee 
have  any  experience  running  a  drug  program.  The  one  witness  that 
we  went  to  find  who  wrote  a  drug  program  for  a  State  and  saw  it 
enacted  was  denied. 

Had  the  Republicans  not  been  afraid  of  hearing  some  new  ideas, 
they  would  have  found  that  the  Maine  program  establishes  a  pro- 
gram in  which  the  State  serves  as  the  pharmaceutical  benefits 
manager  (PBM)  for  325,000  Maine  residents  who  don't  have  a  pre- 
scription drug  benefit. 

They  would  have  heard  that  Ms.  Pingree's  program,  which  she 
wrote  when  she  was  in  the  Maine  State  Senate,  prevents  profit- 
eering and  prevents  the  pharmaceutical  companies  from  hindering 
the  sale  of  prescription  drugs  in  Maine.  It  authorizes  interstate  co- 
operation for  bulk  purchasing  and  cost  saving.  It  provided  for  emer- 
gency prescription  drug  prices  if  the  negotiations  don't  produce 
prices  comparable  to  the  lowest  prices  paid  in  Maine.  And  the 
Maine  legislation  is  comprehensive.  It  serves  as  a  model  for  more 
than  20  other  States  across  the  country  who  have  a  program. 
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And  as  I  say,  to  put  one's  head  in  the  sand  and  submit  that  peo- 
ple with  this  kind  of  expertise  should  not  be  heard  before  this  Com- 
mittee, is  to  prejudge  in  the  worst  kind  of  way  what  we  will  do  to 
help  the  American  public. 

Now,  we  have  the  Secretary  here.  And  I  want  to  commend  him, 
because  recently,  Mr.  Secretary,  you  were  successful  in  negotiating 
lower  prices  for  the  drug  Cipro.  It  was  needed  for  a  national  emer- 
gency, and  you  were  able  to  get  the  government  a  good  deal. 

Would  you  support  proposals  to  provide  you  with  the  power  to 
negotiate  with  the  pharmaceutical  industry  on  behalf  of  Medicare 
beneficiaries  to  get  them  a  better  deal,  given  a  free  hand? 

Mr.  Thompson.  Congressman,  I  am  not  opposed  to  it,  in  regards 
to  negotiating  that.  I  want  to  caution,  however,  that  the  problem 
is  that  Medicare  is  such  a  huge  purchaser  of  drugs — about  50  per- 
cent— that  we  would  more  than  likely,  if  we  did  that,  distort  the 
market.  But  if  Congress  gives  me  the  authority  to  do  that,  and 
passes  the  legislation,  I  certainly  would  do  it. 

Mr.  Staek.  I,  for  one,  Mr.  Secretary,  would  feel  very  comfortable 
with  you  having  that  authority.  You  certainly  wouldn't  raise  the 
drug  prices  and,  used  judiciously,  it  might  help. 

AjQother  specific  concern  that  many  of  us  have — and  I  wonder  if 
you  or  the  Administration  have  any  policy  on  this — but  it  has  been 
suggested  that  the  tremendous  amount  of  consumer  advertising  for 
specific  prescription  drugs,  one,  is  driving  up  the  utilization;  it  is 
driving  up  the  costs.  And  there  have  been  several  proposals  to  ad- 
dress this  concern,  in  either  making  more  facts  available,  or  lim- 
iting somehow  the  amount  of  advertising  that  is  going  out  to  the 
public  for  classified  drugs  and  prescription  drugs. 

Do  you  have  any  specific  proposals  or  any  specific  concerns  about 
this  huge  amount  of  consumer  advertising  for  prescription  drugs? 

Mr.  Thompson.  As  you  know,  Congressman  Stark,  we  have  just 
negotiated  a  new  Prescription  Drug  User  Fee  Act  (PDUFA)  bill. 
That  is  a  prescription  drug  utilization  proposal  that  is  going 
through  Congress,  that  does  require  the  Food  and  Drug  Adminis- 
tration (FDA)  to  supervise  and  to  regulate  some  of  the  advertising 
put  out  by  the  pharmaceutical  companies.  That  is  the  first  step  in 
that  arena,  and  it  has  been  agreed  to  by  the  FDA  and  by  my  De- 
partment and  the  negotiators  for  the  pharmaceutical  industry. 

Mr.  Stark.  Well,  you  are  to  be  congratulated.  And  I  look  forward 
to  seeing  that,  because  I  share  a  concern,  that  I  am  sure  you  had; 
and  that  is  that  we  were  just  sending  people  off  to  their  doctors  to 
get  pills  because  the  pictures  in  four  colors  look  pretty  good.  And 
thank  you  very  much. 

Mr.  Thompson.  Thank  you.  Congressman. 

Mr.  Stark.  Thank  you,  Mr.  Chairman. 

Chairman  Thoimas.  Thank  the  gentleman.  Does  the  gentleman 
from  New  York  wish  to  inquire? 
Mr.  Houghton.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  good  to  have  you  here.  I  would  like  to  get  back 
to  this  competitive  bidding  issue.  I  basically  believe  in  competitive 
bidding.  I  think  it  is  the  right  thing.  It  is  sort  of  endemic  to  our 
country.  We  work  that  way.  However,  there  are  certain  areas  that 
are  not  particularly  good  for  competitive  bidding.  And  I  know  that, 
in  terms  of  various  products  such  as  oxygen  and  things  like  that. 
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you  have  had  some  test  cases  and  pilot  programs;  one  of  them 
being  in  Florida. 

And  the  question  is,  have  you  found  out  anything  from  those 
projects  which  makes  competitive  bidding  better,  or  worse?  Or 
what  is  your  feeling  on  this? 

Mr.  Thompson.  We  have  always  felt.  Congressman  Houghton,  as 
you  did  in  your  business  career,  that  competitive  bids  is  the  proper 
and  best  way  to  get  the  proper  price,  and  you  have  the  opportunity 
then  to  look  at  whether  or  not,  not  only  price,  but  conditions,  utili- 
zation, durability,  all  of  these  other  things,  are  taken  into  consider- 
ation when  you  do  that. 

In  the  area  of  oxygen,  I  know  that  you  and  some  of  your  constitu- 
ents have  some  concerns.  I  wish  I  would  know  about  those  specific 
concerns.  I  will  follow  up  on  them,  and  find  out.  But  as  a  general 
policy,  as  the  Congresswoman  from  Connecticut  pointed  out,  we 
think  competitive  bidding  is  the  proper  way  to  go. 

[The  information  follows:] 

U.S.  Department  of  Health  and  Human  Services 
Washington,  DC  20201 
Q:  Representative  Houghton:  What  have  you  found  from  the  competitive 
bidding  projects? 

A:  Competitive  bidding  is  a  useful  tool  for  improving  and  strengthening  Medicare 
by  using  market  forces,  rather  than  government  fee  schedules,  to  establish  payment 
levels.  We  have  found  that  competitive  bidding  has  been  successful  in  reducing  costs 
for  the  Medicare  program,  while  still  ensuring  beneficiaries  have  access  to  needed 
services.  Competitive  bidding  saves  money  for  both  the  program  and  for  our  bene- 
ficiaries, who  save  money  in  their  copayments. 

The  Balanced  Budget  Act  1997  gave  CMS  the  authority  to  conduct  bidding  dem- 
onstrations for  durable  medical  equipment,  prosthetics,  orthotics,  and  supplies 
(DMEPOS),  which  we  implemented  in  Polk  County,  Florida,  and  San  Antonio, 
Texas.  These  sites  are  good  test  sites  since  they  have  a  reasonably  large  size,  rel- 
atively large  numbers  of  suppliers,  and  high  average  spending  for  durable  medical 
equipment,  prosthetics,  orthotics,  and  supplies.  Savings  differed  by  demonstration 
site,  but  the  savings  averaged  20  percent  in  the  latest  bids  at  both  sites. 

We  also  took  several  steps  in  order  to  meet  our  goal  of  maintaining  high  quality 
in  the  Medicare  Program. 

•  We  chose  multiple  suppliers  in  each  category  so  that  competition  is  an  in- 
centive for  high  quality;  We  developed  specific  quality  standards  for  the  dem- 
onstration that  the  supphers  must  meet  including  a  bid  package  with  ten  pages 
of  quality  standards  for  the  product  categories; 

•  We  required  winners  of  the  bidding  competition  to  pass  site  inspections  and 
reviews  by  an  expert  panel;  and, 

•  We  hired  an  ombudsman  for  each  site  to  solve  any  problems,  including 
quality  issues. 

We  also  took  steps  to  ensure  that  small  businesses  could  compete  on  a  level 
pla3dngfield  vdth  the  large  suppliers.  A  large  portion  of  the  durable  medical  equip- 
ment industry  is  made  up  of  smsill  businesses.  By  choosing  multiple  winners  for 
each  product  category,  we  were  able  to  choose  many  small  suppliers  rather  than 
only  the  largest  suppliers.  For  example,  in  San  Antonio,  the  suppliers  were  not  re- 
quired to  service  the  entire  area,  but  could  choose  to  bid  only  for  one  county.  As 
a  result,  approximately  90  percent  of  the  winning  suppliers  were  small  businesses. 


Mr.  Houghton.  Very  good.  Thanks. 

Chairman  Thomas.  Thank  the  gentleman.  Does  the  gentleman 
from  Pennsylvania  \vish  to  inquire? 
Mr.  Coyne.  Thank  you,  Mr.  Chairman. 

Welcome,  Mr.  Secretary.  I  wonder  if  you  could  explain  why  the 
President  budgeted  the  same  amount  for  Medicare  this  year  as  he 
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did  last  year,  and  including  the  new  benefit  that  he  is  proposing? 
It  just  seems  to  me  that  every  year  that  we  wait  to  adopt  a  drug 
prescription  program,  the  costs  get  higher,  and  you  can't  make 
ends  meet  when  you  budget  the  same  amount  as  you  did  last  year. 

Mr.  Thompson.  Congressman,  first  off,  I  think  the  President 
should  be  applauded  by  putting  in  this  year  after  year,  because  he 
believes  so  passionately  and  strongly  about  refining  and  strength- 
ening Medicare.  That  is  point  number  one. 

The  second  point  is,  we  base  this  upon  what  the  actuarial  indi- 
viduals from  the  Centers  for  Medicare  and  Medicaid  Services 
(CMS)  gave  the  Department  and  Office  of  Management  and  Budget 
(0MB).  It  was  based  upon  their  assumptions  that  we  put  that 
amount  in. 

And  the  third  thing,  in  my  testimony  I  also  pointed  out  that  the 
Administration  is  certainly  willing  to  work  with  this  Congress.  We 
know  Congress  has  put  in  the  figure  of  $350  billion.  I  have  commu- 
nicated that  personally  to  the  Chairman,  as  I  have  to  the  Com- 
mittee this  morning,  to  work  with  that  figure.  If  that  is  the  figure 
that  Congress  wants,  I  think  we  can  develop  a  bipartisan  package 
around  that  figure. 

Mr.  Coyne.  Well,  by  budgeting  the  same  amount  as  last  year, 
what  you  are  saying  is  that  doesn't  mean  that  seniors  can  expect 
any  less  in  the  way  of  benefits;  even  though  we  are  going  to  have 
the  same  budget  as  last  year? 

Mr.  Thompson.  Congressman  Coyne,  we  attempted  to  look  at 
what  the  actuarial  study  gave  us.  We  have  put  that  information 
into  the  budget,  and  that  was  at  $190  billion.  Last  year,  we  had 
$155  billion;  raised  to  $190,  but  we  started  out  at  $155  billion. 

Mr.  Coyne.  Thank  you. 

Chairman  Thomas.  Thank  the  gentleman.  Does  the  gentleman 
from  California,  Mr.  Herger,  wish  to  inquire? 
Mr.  Herger.  Thank  you,  Mr.  Chairman. 

And  thank  you,  Mr.  Secretary,  for  being  here  to  testify  on  this 
very  important  issue.  The  district  that  I  represent  in  far  north- 
eastern California  is  very  rural,  heavy  agriculture,  11  national  for- 
ests. And  we  have  a  larger  than  normal  percentage  of  seniors  who 
live  in  our  area.  And  of  course,  you  know  we  even  have  added  chal- 
lenges, being  in  a  rural  area,  having  to  do  with  health  care. 

In  this  area  of  prescription  drugs,  more  than  two-thirds  of  sen- 
iors have  prescription  drug  coverage.  For  the  other  one-third  with 
no  coverage,  seniors  may  face  difficult  choices  between  buying  the 
prescriptions  and  other  life  essentials.  One  of  the  greatest  chal- 
lenges to  these  seniors  is  the  high  cost  of  these  prescription  drugs. 
And  because  seniors  without  coverage  pay  the  highest  price  for 
drugs  at  the  retail  pharmacy.  Congress  has  been  examining  ways 
to  lower  the  costs  of  these  pharmaceuticals. 

In  this  regard,  Mr.  Secretary,  could  you  tell  me,  what  does  the 
Administration  support  to  reduce  the  costs  faced  by  these  seniors? 

Mr.  Thompson.  Absolutely,  Congressman,  and  I  thank  you  for 
the  question.  There  are  several  things  this  Administration  is  doing. 
The  first  thing  we  put  in  the  budget  is  a  proposal  of  $77  billion  for 
transitional  prescription  drug  coverage  for  low  income  beneficiaries. 
We  figure  that  costs  will  be  about  $8  billion  in  the  first  3  years. 
We  expect  that  a  fully-integrated  Medicare  benefit  will  be  adopted 
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and  implemented  and  effective  after  that  time.  This  proposal  would 
allow  States,  like  California,  which  is  close  to  100  percent  of  pov- 
erty, to  be  able  to  use  their  Federal  match  under  the  Medicaid  law, 
up  to  100  percent.  And  then  beyond  100  percent,  up  to  150  percent 
of  poverty,  the  Federal  Government  would  come  in  with  90  percent. 

It  is  not  a  Medicaid,  nor  is  it  a  Medicare  Program.  It  would  allow 
complete  discretion.  As  Congressman  Rangel  has  indicated,  I  am  a 
big  advocate  of  that,  to  give  the  States  complete  discretion  to  set 
up  that  program,  how  many  drugs  to  be  covered,  and  so  on.  That 
is  an  immediate  step  that,  if  Congress  passes  it,  I  am  fairly  com- 
fortable and  confident  that  Governors  would  enthusiastically  en- 
dorse it  and  set  up  their  programs. 

The  second  thing,  my  Department  has  set  up  a  "waiver,"  called 
"Prescription  Plus."  And  this  is  a  waiver  that  would  allow  States 
to  set  up  a  program  up  to  200  percent  of  poverty.  A  lot  of  States 
are  looking  at  it.  The  State  of  Illinois  has  already  adopted  it.  It  is 
budget  neutral.  And  it  would  allov/  for  preventative  care.  And  it 
will  allow  for  States  to  have  that  waiver. 

We  have  got  a  copy  of  that  waiver  right  here  that,  hopefully,  you 
would  take  into  consideration  and  give  to  your  California  Governor, 
and  maybe  he  would  apply  for  it,  as  well. 

The  third  thing  is,  we  have  a  prescription  card,  that  the  courts 
have  stopped.  But  now  that  we  have  entered  a  new  proposed  rule, 
we  think  that  that  is  going  to  receive  more  favorable  approval  from 
the  pharmacists,  as  well  as  the  pharmaceutical  industry.  And, 
hopefully,  we  can  get  that  passed. 

So  those  three  immediate  steps;  and  then  the  final  step,  which 
is  the  most  important  one,  is  strengthening  Medicare  with  a  pre- 
scription drug  benefit. 

Mr.  Herger.  Well,  I  thank  you  very  much.  That  does  sound  like 
that  would  be  very  helpful. 

Mr.  Thompson.  Thank  you.  Congressman. 

Mr.  Herger.  And  Mr.  Chairman,  I  5deld  back  the  remainder  of 
my  time. 

Chairman  Thomas.  Thank  the  gentleman.  Does  the  gentleman 
from  Michigan  wish  to  inquire? 

Mr.  Levin.  Thank  you  very  much.  And  welcome,  Mr.  Secretary. 
I  just  want  to  say,  very  briefly,  how  uncomfortable  I  am  with  the 
Chairman's  decision  about  witnesses.  I  think  really  it  is  an  unfor- 
tunate misuse  of  power.  And  I  think  it  is  indeed  a  slippery  slope, 
as  evidenced  by  Nancy  Johnson's  comments.  I  don't  think  we 
should  be  pre-censoring  witnesses  to  come  before  this  Committee. 

Secondly,  I  just  want  to  point  out  what  I  think,  Mr.  Secretary, 
is  a  deep  inconsistency.  There  is  a  claim  there  is  money  in  this 
budget  for  a  substantial  prescription  drug  benefit.  But  when  you 
make  permanent  the  tax  cuts,  I  think  a  good  portion  of  that  money 
is  otherwise  used.  And  you  have  in  the  administration  proposal,  or 
it  has,  a  provision  that  the  Balanced  Budget  Act  budget  cuts  would 
go  into  effect,  hospitals  and  others,  home  health  care,  et  cetera. 
Those  provisions  are  not  realistic.  And  we  are  going  to  have  to  find 
the  money.  So  that  $350  billion  is  really  more  imaginary  than  any- 
thing else. 

And  I  just  wanted  to  say  to  you,  we  like  working  with  you.  The 
problem  is,  Mr.  Secretary,  that  that  isn't  the  pattern  that  has  been 
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followed  in  this  Committee.  There  has  really  been  no  bipartisan  ef- 
fort on  welfare  reform,  and  I  guess  there  isn't  going  to  be  on  this. 
There  will  be  an  effort  to  push  through  a  proposal;  send  it  to  the 
Senate.  Essentially,  that  withdraws  from  you  your  statement  that 
you  want  to  work  with  Members  of  the  Committee. 

Let  me  say,  fourthly,  where  the  gentleman  from  California  says 
two-thirds  of  the  people  have  prescription  drug  benefits,  as  you 
know,  at  least  half  of  that  two-thirds  have  very  inadequate  cov- 
erage. So  the  picture  is  much  more  dire. 

So  let  me  ask  you,  why  not  place  prescription  drugs  within  Medi- 
care cleanly,  like  is  true  for  hospital  reimbursement  and  physician 
and  other  provider  reimbursement?  Why  not  just  place  it  in  there? 

Mr.  Thompson.  The  problem,  Congressman,  is  I  don't  think  we 
would  ever  have  a  chance  then  to  strengthen  Medicare.  I  think  that 
this  Congress,  if  they  pass  the  prescription  drug  coverage  solely — 
there  would  be  very  little  appetite  to  go  back  then  and  try  and 
redo,  try  to  fix,  try  to  strengthen,  try  to  make  competitive,  try  to 
add  a  casualty  loss  benefit. 

I  don't  see  that  happening.  I  may  be  wrong,  but  I  don't  see  it 
happening.  And  that  is  why  the  President  and  my  Department  and 
myself,  personally,  feel  that  we  have  this  one  opportunity,  with  the 
momentum  for  prescription  drug  coverage,  to  do  something  about 
really  improving  and  strengthening  Medicare.  And  I  don't  think  we 
should  lose  that  opportunity. 

In  regards  to  bipartisan,  I  hope  that  we  can  work  together  on  a 
bipartisan  basis.  I  have  mentioned  that.  Congressman,  and  I  have 
mentioned  that  many  times  to  you  when  we  have  discussed  this. 

Mr.  Levin.  No,  and  we  appreciate  that,  and  we  are  willing  to  do 
it.  The  problem  is  that  people  on  your  side  in  the  House  won't  do 
that. 

And  let  me  just  say,  on  your  statement  about  prescription  drugs 
and  Medicare,  essentially  that  means,  first  of  all,  I  think  it  indi- 
cates a  lack  of  trust  in  this  Committee.  And  second,  it  holds  pre- 
scription drugs  hostage.  If  the  reason  not  to  place  it  in  Medicare 
in  a  clean  way  is  that  you  are  afraid  it  takes  the  heat  off  other 
changes,  you  are  holding  it  hostage.  And  this  has  been  going  on  for 
years.  And  it  sells  us  short.  I  mean,  we  have  worked  on  all  kinds 
of  reforms  of  Medicare.  We  don't  need  to  hold  prescription  drugs 
hostage.  And  let  me  just  ask  you  quickly  

Mr.  Thompson.  Could  I  respond  to  that.  Congressman? 

Mr.  Levin.  Sure. 

Mr.  Thompson.  I  don't  think  we  are  holding  it  hostage.  You 
know,  that  is  your  terminology,  and  not  mine.  What  I  see  this  is 
as  a  golden  opportunity.  Being  a  trustee  of  Medicare,  I  see  the  fu- 
ture as  being  very  bleak.  In  2016,  which  is  not  that  far  in  the  fu- 
ture, we  are  going  to  see  a  leveling  off  and  a  decline  of  the  sur- 
pluses. And  by  2030,  it  is  going  to  be  broke.  And  I  think  it  is  time 
for  us  to  address  this.  Every  year  that  we  wait,  it  is  going  to  be 
more  difficult  to  fix  that  particular  problem. 

Mr.  Levin.  All  right. 

Mr.  Thompson.  And  you  have  good  faith.  And  I  appreciate  that. 
I  just  think  we  should  do  it  now,  sir. 

Mr.  Levin.  The  trouble  is,  this  has  been  going  on  year  after  year 
after  year.  And  so  in  essence,  prescription  drugs  so  badly  needed 
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are  held  hostage  because  of  the  failure  to  do  something  else.  And 
that  isn't  a  good  excuse,  when  you  look  in  the  eye  seniors  who  can't 
afford  prescription  drugs. 

Chairman  Thomas.  Thank  the  gentleman.  Does  the  gentleman 
from  Iowa,  Chairman  of  the  Budget  Committee,  wish  to  inquire? 

Mr.  NUSSLE.  Thank  you,  Mr.  Chairman. 

First,  I  guess,  a  couple  of  quick  observations.  The  budget  that  ev- 
erybody keeps  referring  to  is  the  President's  budget,  and  the  budg- 
et that  the  House  wrote  and  passed.  I  am  glad  everyone  is  refer- 
ring to  it,  and  appears  willing  to  enforce  it. 

I  guess  my  further  observation  would  be  that  we  still  have  no 
budget  from  either  the  Democrats  or  the  Senate.  We  have  no  Medi- 
care plan  from  the  Democrats  or  the  Senate.  We  have  no  prescrip- 
tion drug  plan  from  the  Democrats  or  the  Senate.  But  the  House 
did  pass  a  budget. 

Just  for  your  information,  Mr.  Secretary,  you  had  said  earlier, 
and  I  just  want  to  clarify  this,  if  there  was  some  confusion.  It  was 
not  my  intention  when  I  wrote  the  budget,  nor  was  it  the  House's 
intention  when  we  passed  the  budget,  to  indicate  that  we  wanted 
to  out-bid  you  with  regard  to  a  prescription  drug  benefit. 

And  I  worked  closely  with  the  Chairman  of  the  Committee  on 
Ways  and  Means  in  crafting  this  budget  proposal  with  regard  to 
Medicare.  Our  intention  w^as  very  clear.  We  did  not  feel  that  pre- 
scription drugs  were  the  only  issue  that  we  needed  to  address.  It 
is  a  vital  issue.  As  the  gentleman  from  Florida  indicated,  Mr. 
Shaw,  we  have  all  had  that  experience,  where  we  have  been  in  the 
drug  store  in  our  district,  and  we  have  watched  it  firsthand;  or  we 
have  had  constituents  come  to  our  meetings  and  talk  about  the 
choices  that  they  are  having  to  make. 

But  let  me  just,  if  I  could,  amplify  the  choices  that  we  are  mak- 
ing in  Iowa.  We  are  eighth  in  the  quality  of  health  care  delivery 
and  health  care  services,  eighth  in  quality.  And  yet,  Mr.  Secretary, 
we  are  50th  in  reimbursement.  If  I  bring  a  prescription  drug  ben- 
efit back  to  the  constituents  of  Iowa,  what  will  happen,  if  that  is 
all  I  bring  back,  is  that  they  will  have  this  great  new  prescription 
drug  benefit  under  Medicare.  But  my  doctor  will  have  to  leave,  be- 
cause reimbursements  are  down.  And  we  are  already  experiencing 
that.  Doctors  are  leaving  rural  areas  in  Iowa.  It  is  difficult  to  re- 
tain or  to  recruit  new  providers  to  our  area. 

So  what  will  happen  is,  the  doctor  leaves.  And  of  course,  if  the 
doctor  leaves,  and  the  health  care  provider  is  not  providing  those 
services  in  the  hospital,  and  the  hospital  can't  pay  its  bills  because 
their  reimbursement  system  is  broken,  the  hospital  closes.  Well, 
now  all  of  a  sudden,  all  of  your  health  care  professionals  leave 
town:  a  little  town  like  mine  of  Manchester,  5,000,  with  a  small  lit- 
tle hospital  that  has  been  thriving  but  is  now  struggling.  All  of 
those  folks  leave  town,  because  the  Medicare  system  is  not  pro- 
viding the  services  that  they  need  to  for  seniors. 

And  so  what  happens?  Now  my  seniors,  that  we  have  provided 
this  prescription  drug  benefit  to,  have  probably  nowhere  to  go  on 
Main  Street  to  fill  their  prescriptions,  because  the  pharmacist  left 
town.  Now  they  have  to  drive  50  miles  down  to  Cedar  Rapids  to 
fill  their  prescription — assuming  that  Cedar  Rapids  has  a  hospital 
that  is  open  and  prescription  drug  benefits  that  can  be  utilized. 
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What  I  am  getting  at  here  is  that  we  need  help  in  rural  areas. 
I  know  I  am  singing  to  the  choir,  because  of  your  experience  in 
Wisconsin.  I  believe  you  are  48,  which  is  not  too  far  behind  Iowa. 
What  is  the  Administration  prepared  to  do  to  eliminate  the  rural/ 
urban  disparities?  That  is  my  question. 

Mr.  Thompson.  Well,  first  off.  Congressman,  you  made  a  state- 
ment at  the  beginning  that  I  disagreed  with  you  in  regards  to  your 
figures.  I  do  not  disagree  with  you.  In  fact,  I  heartily  endorse  and 
agree  with  what  you  did  in  the  budget.  I  think  you  did  an  excellent 
job,  and  I  applaud  you  and  commend  you  for  that. 

In  regards  to  rural  reimbursements,  you  are  talking  to  the  choir. 
As  Governor,  I  fought  this  fight  many  times  out  here,  indicating  to 
Congress  that  they  have  to  change  it.  The  truth  of  the  matter  is 
that  the  reimbursement  formula  is  based  upon  a  statutory  formula. 
And  we  implement  the  statutory  formula.  And  the  only  ones  that 
can  change  it  are,  of  course.  Congress.  And  so  we  are  looking  for 
you  to  change  it.  And  I  wish  that  you  would,  and  hope  that  you 
would. 

You  have  to  take  into  consideration  that  73  percent  of  the  reim- 
bursement formula  is  based  upon  wages,  and  that  is  how  the  reim- 
bursement formula  was  set  up.  And  so  if  you  are  going  to  change 
the  formula,  you  have  got  to  address  the  wage  issue.  Because  the 
wages  in  New  York  are  higher  than  they  are  in  Cedar  Rapids, 
Iowa,  and  higher  than  they  are  in  Elroy,  Wisconsin.  But  that  com- 
prises 73  percent  of  how  the  formula  is  structured. 

So  if  we  are  going  to  reimburse  differently,  we  are  going  to  have 
to  change  the  formula  and  take  in  factors  like  the  rural  health  inci- 
dence, like  the  declining  populations,  like  the  fact  that  health  care 
providers  are  leaving  rural  areas — rural  Iowa  and  rural  Wisconsin. 
Those  kinds  of  factors  should  be  built  into  a  reimbursement  for- 
mula to  make  it  more  equitable. 

And  that  is  something  that  the  Chairman,  Chairman  Thomas,  is 
working  on;  on  the  provider  payments.  But  the  only  way  you  are 
going  to  change  it  is  to  change  the  reimbursement  formula,  and 
that  requires  congressional  action,  not  administrative  action. 

Mr.  NusSLE.  Aiid  will  the  Administration  support  action  similar 
to  that?  I  know  you  haven't  seen  the  proposal  yet,  but  you  would 
be  willing  to  support  it? 

Mr.  Thompson.  I  haven't  seen  the  proposal,  but  it  is  something 
that  I,  personally,  have  been  involved  in  for  a  long  time.  And  I 
can't  imagine  that  I  could,  in  good  faith,  not  support  it. 

Mr.  NusSLE.  Thank  you. 

Mr.  Chairman,  just  for  the  good  of  the  order,  there  have  been 
some  comments,  too,  about  somehow  making  tax  cuts  permanent 
not  fitting  within  the  budget.  We  have  a  budget.  The  CBO  has 
scored  the  provisions  to  fit  within  the  budget,  and  it  does  so. 

There  was  a  gentleman  who  made  a  statement,  something  about, 
"I  think  it  makes  it  more  difficult."  Well,  that  is  fine,  but  CBO  and 
0MB  have  scored  it,  suggesting  it  does  fit.  So  whether  you  think 
it  fits  or  not,  we  have  our  score  keepers  telling  us  that  in  fact  it 
does.  Thank  you,  Mr.  Chairman. 

Chairman  Thomas.  Thank  the  gentleman.  Does  the  gentleman 
from  Maryland  wish  to  inquire? 

Mr.  Cardin.  Thank  you,  Mr.  Chairman,  Mr.  Secretary. 
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Mr.  Thompson.  Thank  you,  sir. 

Mr.  Cardin.  I  would  hope  that,  in  regards  to  reimbursement  for 
needed  preventive  health  care  services  and  benefits,  that  we  would 
not  delay  action  because  of  other  objectives  that  we  are  trying  to 
achieve. 

I  remember  very  well  Chairman  Thomas'  help  when  he  was 
Chairman  of  the  Health  Subcommittee,  when  we  expanded  Medi- 
care to  include  a  whole  host  of  new  preventive  health  care  services. 
That  was  the  right  decision  we  made,  when  we  included  those  serv- 
ices, and  we  didn't  wait  until  everything  could  be  done  in  every- 
one's definition  of  "reform."  And  to  me,  prescription  drugs  falls  into 
the  same  category. 

You  and  I  both  know  that  seniors  need  to  take  their  medicines 
in  order  to  stay  healthy;  that  if  they  don't  take  their  prescription 
medicines,  they  are  more  likely  to  have  a  stroke,  or  more  likely  to 
need  an  amputation,  or  more  likely  to  be  disabled  and  not  even 
able  to  get  around.  And  that  is  just  going  to  add  to  health  care 
costs.  We  shouldn't  say,  well,  this  is  the  sugar  for  making  some  of 
the  other  changes  in  Medicare  that  are  needed.  I  would  just  hope 
that  our  inability  to  agree  on  an  overhaul  of  Medicare  does  not  pre- 
vent us  from  adding  a  benefit  within  the  Medicare  system  that  is 
desperately  needed  by  our  seniors  and  our  disabled  population. 

We  should  debate  how  to  implement  a  prescription  drug  benefit. 
It  is  costly.  It  does  cost  the  system  money,  certainly  in  the  short 
term.  But  I  must  tell  you,  the  actuaries  have  said  that  the  Medi- 
care trust  fund  is  in  its  best  shape  since  we  have  been  making 
these  projections.  And  the  actuary  actually  said  that  he  thinks  that 
these  figures  are  more  reliable  this  year  than  they  have  been  in 
any  previous  year.  So  I  think  we  do  have  some  elbow  room  to  work 
with  within  the  current  Medicare  system. 

Let  me  just  point  out  four  factors  I  hope  we  could  agree  on,  and 
I  would  like  to  get  your  reaction  to  them:  That  a  prescription  drug 
plan,  first,  should  be  voluntary,  because  there  are  some  seniors 
who  have  good  health  care  benefits  today  that  include  prescription 
medicines,  and  they  shouldn't  be  required  to  sign  up  for  a  program 
they  don't  need. 

Second,  that  it  should  be  a  benefit  available  to  all  seniors.  It 
shouldn't  be  means  tested.  It  should  be  available  to  all  of  our  sen- 
iors. And  I  think  the  leadership  on  both  sides  of  the  aisle  are  com- 
mitted to  that  point. 

Third,  that  the  benefit  needs  to  be  a  guaranteed  amount.  As  Mr. 
Levin  said,  there  shouldn't  be  any  difference  between  a  prescription 
drug  benefit  and  the  benefit  for  physicians  services.  Seniors  should 
know  that  it  is  going  to  be  covered.  Now,  if  you  get  a  better  plan 
out  in  the  private  sector  or  in  Medicare-h Choice,  fine.  But  at  least 
you  know  that  there  is  a  guaranteed  benefit  level,  by  statute,  that 
every  senior  is  going  to  be  able  to  receive. 

And  then  fourth,  we  have  to  put  enough  subsidy  into  the  pro- 
gram that  we  don't  have  adverse  risk  selection.  Ajid  I  know  the 
current  Chairman  of  the  Health  Subcommittee  has  been  very 
strong  about  that  point. 

I  would  hope  that,  at  least  as  a  starting  point,  we  could  agree 
on  those  four  principles.  And  I  would  appreciate  your  response. 
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Mr.  Thompson.  Well,  first,  let  me  respond  to  your  basic  premise 
about  the  need  to  strengthen  Medicare.  I  have  been  a  trustee  now 
for  a  little  over  a  year.  And  all  of  the  actuaries  and  all  of  the  stud- 
ies indicate  that  Medicare  is  going  to  go  broke.  Last  year  it  was 
2029,  and  it  is  extended  this  year  to  2030.  But  they  still  look  at 
the  underlying  assumption  that  by  the  year  2016  the  amount  of 
money  is  going  to  be  going  down. 

Mr.  Cardin.  But  Medicare  has  always  been  projected,  ever  since 
we  have  done  these  projections,  to  be  going  broke.  So  this  is  noth- 
ing new.  We  have  never  made  a  commitment  to  long-term  solvency. 

Mr.  Thompson.  But  when  you  add  a  benefit  like  prescription 
drugs,  which  is  going  to  be  expensive,  depending  upon  how  you  pay 
for  it,  it  is  going  to  more  than  likely  be  a  drag  on  the  longevity  of 
that  particular  plan.  Therefore,  it  seems  prudent  to  look  at  the 
overall  strengthening  of  Medicare  now,  when  you  put  in  the  pre- 
scription drug  benefit.  That  is  what  the  President  feels.  That  is 
what  I  feel.  And  that  is  what  the  Department  feels. 

And  we  have  this  opportunity.  And  I  am  not  questioning  your 
good  intentions.  I  am  not  questioning  anybody's  intentions.  I  am 
just  looking  at  the  overall  opportunity  to  strengthen  Medicare.  I 
think  it  is  now  with  prescription  drugs.  And  I  don't  see  that  oppor- 
tunity availing  itself  in  the  future.  That  is  why  I  think  we  should 
do  it  now. 

In  regards  to  the  four  principles,  I  have  no  difficulties  with  your 
four  principles.  But  I  also  want  you  to  know  that  you  are  going  to 
have  to  look  into  the  dollar  amount — the  dollar  amount — that  you 
come  up  with  for  prescription  drugs,  and  how  you  pay  for  it.  You 
have  got  about  five  indicators  that  you  can  ratchet  up  or  down  to 
meet  that.  And  so  you  can't  get  locked  in  with  a  dollar  amount  at 
this  particular  point  in  time,  but  the  principles  are  solid. 

Mr.  Cardin.  Let  me  just  in  conclusion  point  out  that  we  wouldn't 
have  colorectal  screenings,  or  prostate  cancer  screenings,  or 
osteoporosis  bone  density  screenings  today,  if  we  would  have  re- 
quired those  improvements  to  wait  until  we  got  ever5rthing  done. 
I  hear  your  point,  but  these  are  important  preventive  health  care 
services.  You  have  been  a  leader  on  this.  We  have  got  to  get  it 
done.  Thank  you,  Mr.  Chairman. 

Mr.  Thompson.  Thank  you.  Congressman  Cardin.  Thank  you  for 
your  leadership  on  welfare,  as  well. 

Chairman  Thomas.  I  thank  the  gentleman,  although  perhaps  our 
memories  are  becoming  more  selective  the  farther  we  are  getting 
away  from  that  period.  Because  I  recall  that  the  cooperative  at- 
tempt between  the  gentleman  and  myself  was  called  H.R.  15, 
which  was  clearly  the  nucleus,  or  the  core,  around  which  a  number 
of  significant  changes  to  the  Medicare  Program  were  made  which 
finally  became  the  Medicare  Reform  Act  in  1997.  So  there  were  a 
number  of  other  items  that  were  attached  to  it,  as  well.  They  didn't 
travel  the  lonely  journey  by  themselves. 

Mr.  Cardin.  Just  very  quickly,  Mr.  Chairman,  I  agree  with  you. 
So  we  have  already  fixed  the  system.  Now  we  can  put  the  prescrip- 
tion drugs  in. 

Chairman  Thomas.  The  problem  was,  the  fixes  were  forced  under 
an  Administration  that  was  hostile  to  the  competitive  ideas.  This 
Administration  is  receptive  of  the  competitive  ideas.  And  we  are 
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going  to  continue  to  build  on  the  future  successes  the  gentleman 
from  Maryland  has  participated  in.  And  I  look  forward  to  his  en- 
thusiastic participation  in  the  latest  round. 

Does  the  gentlewoman  from  Washington  wish  to  inquire? 

Ms.  Dunn.  Thank  you  very  much,  Mr.  Chairman. 

It  is  good  to  see  you,  Mr.  Secretary.  Thanks  for  coming  before  us 
this  morning.  I  enjoyed  your  interchange  with  Mr.  Nussle  on  the 
topic  of  the  problems  we  have  in  rural  America,  because  I  have 
some  of  that  type  of  territory  in  my  home  State  of  Washington.  And 
it  is  terribly  important  for  us  to  get  some  of  these  problems  ironed 
out.  Part  of  the  thinking  behind  one  of  my  proposed  pieces  of  legis- 
lation has  to  do  with  making  accessibility  easier  for  people  in  rural 
areas. 

I  wanted  to  make  a  brief  statement,  and  then  ask  you  a  couple 
of  quick  questions.  You  are  currently  drafting  a  policy  that  will  ad- 
dress the  issue  of  Medicare  coverage  of  drugs  that  are  usually  ad- 
ministered by  a  physician.  My  legislation,  as  you  know,  provides 
coverage  for  self-injected  biologies  that  people  can  provide  to  them- 
selves, in  Medicare  part  B,  so  that  patients  can  have  equal  access 
to  these  drugs;  as  well  as  to  assist  in  encouraging  choice  and  com- 
petition between  infused  and  self-injected  drugs. 

So  two  questions:  When  do  you  plan  to  make  a  decision  on  the 
self-Administration  policy,  and  how  expansive,  in  terms  of  the 
drugs  covered,  will  your  policy  be?  I  would  like  to  know  the  answer 
to  that. 

And  second,  I  would  like  to  get  your  thought  on  giving  seniors 
access  to  self-injected  biologies  that  would  be  covered  under  Medi- 
care. 

Mr.  Thompson.  I  am  sorry,  could  you  just  mention  the  last  ques- 
tion again? 

Ms.  Dunn.  The  second  question  was,  I  would  like  to  get  your  per- 
spective, what  your  thoughts  are,  on  Medicare's  coverage  of  self-in- 
jected biologies. 

Mr.  Thompson.  First  off,  I  thank  you  for  your  comments  on  rural 
Washington.  It  affects  rural  Iowa,  rural  Michigan,  the  rural  Dako- 
tas,  and  rural  Wisconsin. 

In  regards  to  the  self-injection,  as  you  know,  my  office  has  been 
in  communication  with  you,  Congresswoman.  And  that  report  is 
coming  out  relatively  quickly.  You  will  be  receiving  it.  I  will  be 
talking  to  you  about  that  in  the  future. 

In  regards  to  the  details,  I  am  not  at  liberty  to  discuss  those  de- 
tails right  now.  Those  details  will  be  coming  forth  to  me.  I  will  be 
briefed  on  it,  I  believe,  week  after  next.  And  those  details  are  still 
being  worked  on,  so  I  cannot  go  into  the  finite  details  at  this  point 
in  time. 

With  the  third  thing,  it  depends  upon  the  cost;  it  depends  upon 
the  drugs;  it  depends  upon  the  equipment.  All  of  these  things  have 
to  be  taken  into  consideration.  But  overall,  my  basic  principle  is  to 
support  you  and  the  kind  of  legislation  you  have  introduced. 

Chairman  Thomas.  Does  the  gentleman  from  Georgia  wish  to  in- 
quire? 

Mr.  Collins.  Thank  you,  Mr.  Chairman. 

Thank  you,  Mr.  Secretary.  I  appreciate  the  fact  that  you  are  here 
offering  some  proposals  for  the  modernization  of  Medicare.  I  enjoy 
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traveling  throughout  the  Third  District  of  Georgia,  and  I  ask  many 
times  for  the  opportunity  to  speak  with  senior  groups.  I  also  like 
to  inform  them  that  there  is  a  lot  of  rhetoric  that  comes  out  of 
Washington  when  it  pertains  to  their  health  insurance.  And  it  is 
in  my  opinion — and  I  ask  if  it  is  in  yours — that  Medicare  is  a 
health  insurance  program  for  seniors  and  disabled.  It  is  an  entitle- 
ment program  that  is  incorporated  in  provisions  of  law.  Is  that  not 
true? 

Mr,  Thompson.  That  is  correct.  You  are  absolutely  correct,  Con- 
gressman. 

Mr.  Collins.  And  Mr.  Secretary,  that  health  insurance  program 
is  funded  with  particular  provisions  of  law  that  are  non-discre- 
tionary to  the  Congress.  Is  that  not  true? 

Mr.  Thompson.  That  is  correct. 

Mr.  Collins.  So  therefore,  when  you  discuss  any  other  provisions 
of  law  that  bring  revenue  into  the  Federal  Treasury,  you  are  actu- 
ally not  directly  referring  to  the  health  insurance  for  seniors  and 
disabled,  because  there  are  specific  provisions  of  law  that  require 
that  those  health  insurance  provisions  and  coverage  be  paid.  Is 
that  not  true? 

Mr.  Thompson.  Yes. 

Mr.  Collins.  So  what  you  are  proposing  actually  is  changes  to 
policy  that  will  directly  affect  the  benefit  structure  of  that  health 
insurance. 

Mr.  Thompson.  Yes. 

Mr.  Collins.  You  are  not  making  any  proposals  that  will  directly 
or  indirectly  affect,  or  have  an  effect,  on  changes  of  tax  policy. 
Mr.  Thompson.  That  is  correct. 

Mr.  Collins.  Because  by  law,  it  has  to  be  paid,  whatever  policies 

that  Congress  accepts  

Mr.  Thompson.  That  is  correct. 

Mr.  Collins.  And  the  President  will  sign.  In  your  comments — 
and  I  hear  it  oftentimes — that  the  cash  flow  of  Medicare,  or  a  por- 
tion of  that  cash  flow,  is  referred  to  as  "surplus."  But  in  essence, 
in  your  comments  on  the  second  page,  you  refer  to  it  as  I  do. 

Mr.  Thompson.  As  what? 

Mr.  Collins.  As  I  refer  to  it.  And  that  is  as  a  cash  flow.  Truth- 
fully, there  is  no  surplus. 
Mr.  Thompson.  There  is  no  surplus. 

Mr.  Collins.  Because  a  surplus  is  when  you  have  funds  beyond 
your  liability.  In  the  long-term  liability  of  this  program,  based  on 
the  policy,  there  is  no  surplus. 

Mr.  Thompson.  That  is  correct. 

Mr.  Collins.  It  is  all  cash  flow.  Now,  in  consideration  by  the 
Congress  of  funding  these  non-discretionary  provisions,  we  are  the 
ones  that  will  have  to  take  into  consideration  at  some  point  in  time 
the  policy  that  governs  that  cash  flow,  so  that  we  effectively  can 
have  the  funds  available  to  pay  for  those  provisions  that  are  by  law 
to  cover  the  health  insurance. 

Mr.  Thompson.  That  is  correct,  and  that  certainly  is  something 
that  the  trustees  are  concerned  about. 

Mr.  Collins.  So  therefore,  any  consideration  that  we  give  to 
changes  in  policy  with  future  liabilities,  we  must  not  only  consider 
those  who  are  being  affected  by  that  policy  as  far  as  a  direct  ben- 
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efit,  but  as  a  Congress  and  as  the  Administration,  the  portion  of 
the  Administration  who  deals  with  tax  pohcy,  we  must  consider 
how  it  will  affect  those  who  actually  are  responsible  for  paying  the 
tax — and  that  is  the  working  people  of  this  country — to  cover  that 
benefit  structure;  based  on  the  fact  that  we  are  a  pay-as-you-go 
system.  Is  that  not  true? 
Mr.  Thompson.  Yes. 

Mr.  Collins.  So  I  commend  you  for  coming  forth  with,  I  think, 
reasonable  ideas  that  you  offer  to  the  Congress  that  we  can  do  and 
we  can  take  into  consideration  and  actually  adopt,  that  will  help 
the  coverage  for  those  who  do  need  coverage. 

And  as  we  move  forward  with  accepting  those  proposals,  I  urge 
my  colleagues  to  take  into  consideration  those  who  actually  will  be 
paying  for  the  benefit;  and  that  is  working  America. 

It  kind  of  reminds  me  of  a  song  I  heard  the  other  day,  you  know, 
that  there  are  certain  people  who  get  to  dance,  but  it's  always  the 
working  man  who  pays  for  the  band.  And  that  is  what  we  are  dis- 
cussing here  today.  We  are  discussing  those  who  actually  will  ben- 
efit from  the  program.  But  as  a  Congress,  we  must  consider  those 
who  are  actually  paying  for  the  benefit. 

Thank  you  for  your  consideration,  your  common  sense  approach, 
the  fact  that  you  are  sticking  with  the  proposals  that  deal  with  the 
policy  and  you  will  leave  the  long-term  policies  to  the  Congress 
that  actually  will  effect  the  payment  of  those  non-discretionary  por- 
tions of  law.  Thank  you,  Mr.  Secretary. 

Mr.  Thompson.  Thank  you,  Congressman  Collins,  for  your  ques- 
tions, and  thank  you  for  your  positions. 

Chairman  Thomas.  Thank  the  gentleman.  Does  the  gentleman 
from  Wisconsin  wish  to  inqmre? 

Mr.  Kleczka.  Yes,  Mr.  Chairman.  Thank  you  very  much. 

I  think  my  colleague,  Pete  Stark,  resolved  one  of  my  dilemmas 
this  morning,  when  he  referred  to  the  witness  as  "Governor/Sec- 
retary," because  I  always  have  a  problem  figuring  out  what  to  call 
you.  Tommy.  So  I  think  we  will  use  "Governor/Secretary." 

Looking  at  your  testimony  today,  you  indicate  to  the  Committee 
that  there  are  five  points  that  we  should  be,  as  a  Congress  and  as 
the  Administration,  talking  about  when  we  address  the  Medicare 
Program.  And  the  first,  you  start  out  with  giving  seniors  the  option 
of  a  subsidized  prescription  drug  benefit.  I  think  we  for  the  most 
part  agree  with  that.  We  have  tried  to  do  that  in  the  past,  and  we 
haven't  succeeded.  Hopefully,  with  your  help  we  can  succeed  this 
time. 

Second,  you  talk  about  better  preventive  care.  Over  the  last  few 
years,  we  have  added  one  or  two  or  three  benefits  to  accomplish 
that  goal.  Clearly,  there  is  more  to  be  done.  And  so  I  agree  with 
that  second  point,  also. 

The  third,  you  talk  about  providing  that  the  beneficiaries  have 
the  option  of  keeping  the  traditional  Medicare  plan.  None  of  the 
colleagues  on  my  side  of  the  aisle  have  any  proposals  that  would 
change  that,  so  I  am  sort  of  scratching  my  head  as  to  why  that  is 
here.  The  Medicare  Program,  as  it  is  incepted,  is  available  to  all 
seniors  65  or  older,  and  so  that  one  I  have  a  little  question  about. 

Fourth,  you  talk  about  providing  better  health  care  options,  simi- 
lar to  what  is  available  for  Federal  employees.  And  this  has  come 
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up  time  and  time  again,  and  it  makes  for  a  pretty  good  30-second 
commercial.  But  I  just  don't  really  know  if  it  is  appropriate  for 
what  we  are  talking  about,  and  that  is  a  Medicare  program  for  the 
seniors. 

If,  in  fact,  we  provide  a  guaranteed  benefit  of  a  health  insurance 
program  for  the  seniors,  they  don't  need  a  potpourri  of  20  plans  to 
choose  from.  If  it  is  a  decent,  affordable,  comprehensive  plan,  like 
I  think  the  Medicare  Program  has  the  structure  to  do,  then  they 
don't  need  20  more  choices.  Okay? 

And  then,  the  last  option  you  talk  about  is  the  legislation  should 
strengthen  the  program's  long-term  security.  And  that,  we  all  agree 
to. 

Okay,  with  that  being  said,  Mr.  Secretary,  what  do  you  envision 
as  far  as  a  subsidized  drug  benefit,  given  the  limited  dollars  that 
we  have  set  aside  for  this  expansion?  Do  you  view  that  this  addi- 
tional benefit  should  be  part  of  the  Medicare  program,  like  physi- 
cians' care  and  hospital  care  currently  are? 

Mr.  Thompson.  Yes,  I  do.  I  would  like  to  respond  to  items  three 
and  four  in  my  statement. 

Mr.  Kleczka.  Sure. 

Mr.  Thompson.  Three  and  four  actually  go  together.  Your  posi- 
tion is  that  you  do  not  believe  there  should  be  competition,  that 
there  should  not  be  the  opportunity  for  a  senior  to  be  able  to  pick 
and  choose  which  program  is  the  best. 

Mr.  Kleczka.  Well,  I  make  that  statement  because  what  we  did 
a  couple  of  years  prior  to  you  becoming  Secretary,  we  tried  this 
thing,  which  I  v/ill  term  an  "experiment,"  called  "Medicare-i-Choice." 

Mr.  Thompson.  That's  right. 

Mr.  Kleczka.  And  I  think  it  has  been  a  total  failure,  especially 
in  the  State  that  I  happen  to  come  from  and  the  people  that  I  have 
to  represent.  You  indicated  that  millions  of  people  have  opted  to 
take  Choice.  But  the  other  side  of  the  coin  is,  millions  of  people 
have  already  canceled  it.  All  right?  They  have  got  out  of  it.  Because 
once  many  benefits  were  proposed,  the  actual  companies  offering 
the  policies  canceled  those  benefits.  And  in  fact,  the  recent  situa- 
tion in  Milwaukee,  Wisconsin  and  in  southeastern  Wisconsin  was 
one  of  the  Medicare-i-Choice  plans  which  initiated  their  coverage  at 
a  zero  deductible  for  hospital  stays  announced  this  year  that  it  is 
going  from  $0  to  $365  a  day.  Okay?  And  so  my  seniors  don't  need 
those  t5^es  of  bad  choices. 

And  the  basic  fee-for-service  program  works.  Let's  just  make  that 
better,  instead  of  searching  around  for  ways  to  complicate  the  lives 
of  senior  citizens  who,  like  many  other  individuals  in  the  country, 
are  not  very  informed  on  life  insurance,  they  are  not  very  informed 
on  health  insurance  and  things  of  that  nature.  So  let's  make  it  sim- 
ple, but  make  it  good. 

Mr.  Thompson.  Let  me  respond,  if  I  might.  Congressman.  Be- 
cause I  know  full  well  of  the  Milwaukee  case,  because  you  con- 
tacted me.  And  you  also  contacted  CMS,  and  we  were  able  to  re- 
duce it. 

Mr.  Kleczka.  And  through  your  intervention,  that  increase  was 
somewhat  decreased.  And  we  thank  you  for  that.  Right. 

Mr.  Thompson.  Somewhat  decreased,  and  they  still  pulled  out. 
And    that    is    a    problem.    The    reimbursement    formula  for 
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Medicare+Choice  has  been  such  that  the  companies  have  not  been 
able  to  make  a  profit.  They  have  pulled  out.  And  a  lot  of  people 
have  been  left  without  their  coverage. 

But  we  also  have  done  a  survey,  through  CMS,  Congressman 
Kleczka.  And  those  individuals  that  still  have  Medicare+Choice  like 
it,  and  would  like  to  be  able  to  maintain  it  and  continue  it.  And 
that  is  why  the  President  has  put  in  an  additional  6y2-percent  in- 
crease for  reimbursement,  to  stabilize  Medicare+Choice. 

We  also  feel  as  an  Adm^inistration  that  a  senior — and  we  believe 
seniors  are  very  intelligent,  very  good  shoppers — would  be  able  to 
choose,  pick  and  choose  the  best  program.  And  that  is  why  we 
think  the  Federal  health  insurance  program  is  a  proper  model  to 
look  at,  and  go  back  to  that. 

We  also  in  the  Administration — and  that  is  point  number  three 
of  my  statement — indicated  that  seniors  should  have  the  oppor- 
tunity, if  they  so  desire,  to  pick  a  new  plan,  or  remain  in  the  fee- 
for-service  program  that  you  are  advocating;  that  every  senior 
should  have  that  right.  And  that  was  the  principle  number  three. 

Chairman  Thomas.  The  gentleman's  time  has  expired. 

Mr.  Kleczka.  I  would  love  to,  but  I  don't  have  the  time. 

Chairman  Thomas.  Thank  the  gentleman.  Does  the  gentleman 
from  Ohio  wish  to  inquire? 

Mr.  PORTMAN.  Thank  you,  Mr.  Chairman. 

A  prescription  benefit  under  Medicare  is  long  overdue  and,  Mr. 
Secretary,  we  appreciate  your  personal  commitment  to  this  issue, 
and  also  your  practical  approach  to  actually  getting  it  done.  And 
even  in  a  political  year,  an  election  year  like  this  one,  we  hope  we 
can  move  forward  on  a  bipartisan  basis  to  get  that  done. 

I  have  got  a  couple  of  questions  for  you.  I  think  they  are  related. 
But  the  first  one  is  with  regard  to  costs  of  prescription  drug  cov- 
erage. Because  of  increased  utilization,  because  of  new  market  en- 
tries, because  of  just  the  cost  of  prescription  drugs  alone,  we  are 
told  by  the  National  Institute  for  Health  Care  Management  that 
there  was  a  17-percent  increase  last  year  in  prescription  drug  costs. 
The  CBO  I  think  is  projecting  double-digit  inflation,  sort  of  as  far 
as  the  eye  can  see. 

My  question  would  be  to  you,  in  your  opinion,  what  impact  can 
Medicare  modernization  and  a  prescription  drug  policy  in  Medicare 
have  on  these  cost  increases? 

Mr.  Thompson.  Congressman,  we  think  several  things.  Number 
one,  we  think  the  competitive  bidding  that  Congresswoman  John- 
son indicated  is  certainly  going  to  lower  and  stabilize  prescription 
prices. 

Second,  we  think  the  competitive  opportunity — that  individuals 
would  be  able  to  choose  their  plan  and  have  the  difference  between 
just  a  Medicare  fee-for-service  or  a  more  competitive  kind  of  plan 
like  the  Federal  employees  have — is  going  to  be  the  biggest  one  sin- 
gle factor  in  holding  down  the  costs  of  prescription  drugs  in  the  fu- 
ture. 

And  those  two  things  are  reasons,  I  believe,  that  this  Congress 
should  go  ahead,  streamline,  strengthen  Medicare,  and  put  in  a 
prescription  drug  benefit.  I  think  we  could  do  it  on  a  competitive 
basis,  and  I  think  the  free  enterprise  system  would  work  to  the  ad- 
vantage of  the  seniors,  as  well  as  to  the  taxpayers. 
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Mr.  PORTMAN.  Thank  you.  I  assume  you  also  believe  that  your 
prescription  drug  discount  card  would  be  effective;  just  the  volume 
discount  of  that  would  result,  and  in  how  competition  would  work, 
in  lower  costs? 

Mr.  Thompson.  Those  are  the  three  immediate  things  we  talked 
about  earlier  and  that  I  answered  to  the  previous  question.  One, 
we  have  the  prescription  drug  card  that  we  think  is  going  to  be 
beneficial  to  hold  down  prices. 

The  second  one  is  allowing  States  to  set  up  their  own  individual 
prescription  drug  program,  using  the  Federal  match  from  Medicaid 
up  to  100  percent,  and  then  a  90/10  match  from  the  Federal  Gov- 
ernment up  to  150  percent  of  poverty.  That  is  immediate.  We  think 
that  would  be  very  helpful. 

And  the  third  one,  of  course,  is  the  waiver  that  we  are  allowing 
through  the  Department  of  Health  and  Human  Services,  Prescrip- 
tion Plus.  Several  States  are  interested.  The  State  of  Illinois  has 
already  been  the  first  State  to  set  it  up. 

Those  three  things  are  immediate,  and  they  would  also  hold 
down  on  the  costs  of  drugs  across  America. 

Mr.  PoRTMAN.  It  is  the  responsible  thing  to  do,  as  we  offer  this 
benefit,  which  we  should  have  done  a  long  time  ago:  to  be  sure  that 
we  are  also  addressing  the  cost  issue.  And  I  agree  with  you.  I  think 
we  will. 

Another  issue  that  is  out  there  in  the  real  world  is  the  sort  of 
abuse  of  prescription  drugs,  or  complications  that  arise  because  of 
misuse  of  prescription  drugs.  Many  seniors  don't  comply  with  the 
directions  from  their  doctor,  or  the  directions  from  a  pharmacist,  on 
how  to  use  them.  They  sometimes  forget  to  take  a  dosage.  Some- 
times they  mix  drugs.  Sometimes  they  stockpile  drugs,  and  then 
share  them  with  friends  and  family,  when  it  has  expired  or  an  in- 
appropriate drug. 

I  don't  know  what  the  costs  are  of  this,  but  there  are  estimates 
out  there  that  it  is  a  huge  cost  driver;  maybe  $150  to  $200  billion 
a  year.  Certainly,  by  improving  that  compliance  with  prescription 
drugs  and  medication  in  general,  we  would  be  able  to  improve  peo- 
ple's health;  but  we  would  also  be  able  to  get  at  some  of  the  cost 
drivers. 

What  steps  do  you  think  we  can  or  should  take  to  ensure  that 
seniors  are  encouraged  or  incentivized  to  use  prescription  drugs 
more  effectively?  How  can  we  incorporate  best  practices  under  the 
Medicare  reforms? 

Mr.  Thompson.  I  think  through  the  information.  I  think  CMS 
has  got  a  program  right  now  that  we  are  advertising.  We  are  going 
to  have  a  $35  million  program  explaining  in  more  details  about 
Medicare.  We  are  also  putting  out  a  very  good  prevention  agenda 
by  the  Department,  advising  people  on  the  proper  use  of  drugs,  and 
why  they  should  be  used  properly. 

The  third  thing  is  that  we  are  setting  up  ways  in  which  we  are 
communicating  better,  through  CMS,  to  doctors,  to  hospitals,  across 
America,  advising  them  not  only  of  this  particular  subject,  but 
many  other  subjects  about  quality  of  health. 

We  have  also  got  the  Agency  for  Healthcare  Research  and  Qual- 
ity, which  is  the  research  component  of  the  Department  of  Health 
and  Human  Services,  that  is  really  looking  at  quality,  issues  on 
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prescription  drug  uses,  how  to  use  it,  and  proper  usage.  FDA  also 
has  got  a  program  set  up  in  regards  to  this. 

All  of  these  things  coming  together  hopefully  will  be  of  some  as- 
sistance in  making  sure  that  seniors  use  the  proper  dosage,  and 
use  the  correct  amount. 

Mr.  PORTMAN.  I  appreciate  that,  Mr.  Secretary.  I  think  that  is 
extremely  important.  And  as  to  compliance  packaging,  other  more 
innovative  ways  to  kind  of  let  seniors  see  in  very  simple  terms 
what  the  right  dosage  is,  when  they  are  supposed  to  take  it,  and 
so  on,  I  think  that  would  go  a  long  way.  And  I  hope  we  can  address 
that  issue  as  well  as  the  cost  issue  while  we  provide  this  important 
benefit.  Thank  you,  Mr.  Chairman. 

Mr.  Thompson.  Thank  you  so  very  much  for  your  questions  and 
your  comments,  Congressman.  You  are  always  right  on  target. 

Mr.  PORTiviAN.  Thank  you,  sir. 

Chairman  Thomas.  Thank  the  gentleman.  Does  the  gentleman 
from  Washington  wish  to  inquire? 

Mr.  McDermott.  Thank  you,  Mr.  Chairman. 

I  was  pleased  to  hear,  Mr.  Secretary,  that  you  are  going  to  be 
with  us  for  the  foreseeable  future. 

Mr.  Thompson.  Thank  you.  Congressman,  for  your  endorsement, 
my  friend. 

Mr.  McDermott.  I  don't  want  you  to  leave  us  just  here  in  the 
lurch,  because  we're  in  problems. 

I  hear  you  talking  about  strengthening  Medicare,  and  doing  a 
Medicare  benefit  for  prescription  drugs.  And  I  keep  wondering 
where  the  money  comes  from.  Because  even  somebody  like  Gail 
Wilensky,  who  used  to  run  what  then  was  called  "HCFA,"  doesn't 
think  there  is  an  adequate  amount  of  money  available  to  give  a 
real  prescription  benefit,  which  is  probably  going  to  be  somewhere 
around  $350  billion,  and  do  what  people  call  strengthening  Medi- 
care. There  is  an  implied  savings  in  this  strengthening  of  Medicare. 
That  is  what  it  sounds  like  to  me  you  are  saying  when  you  say  we 
are  going  to  strengthen  Medicare. 

What  I  should  hear  is,  we  are  going  to  save  money  by  doing  some 
kind  of  changes.  Am  I  hearing  wrongly,  or  do  you  have  some  other 
source  of  money  beyond  the  $350  billion  that  was  in  the  budget  res- 
olution which  should  go  for  an  adequate  drug  benefit?  Or  do  you 
think  the  drug  benefit  shouldn't  be  that  much? 

Mr.  Thompson.  Well,  as  you  know.  Congressman,  the  Adminis- 
tration put  in  our  budget  $190  billion.  Congress  has  seen  fit  to 
raise  that  to  $350  billion.  And  I  came  here  today  to  indicate  to  you 
that  the  Administration  wants  to  work  with  that  latter  number,  in 
order  to  come  up  with  a  comprehensive  prescription  drug  coverage. 

Secondly,  we  also  are  looking  into  strengthening  it,  putting  in  a 
casualty  loss  for  seniors  that  we  think  is  important. 

We  also  think  a  preventive  benefit  is  important,  in  order  to  hold 
down  the  costs.  As  you  well  know.  Congressman — you  and  I  have 
discussed  this — we  need  to  do  more  in  the  area  of  prevention.  We 
think  that  that  is  going  to  be  a  cost  saver.  We  think  that  we  can 
save  money  if  an  individual  goes  in  for  a  mammography,  a 
colorectal  examination,  or  any  other  kind  of  preventive  health;  that 
might  save  in  the  future  more  expensive  health  care.  And  we  think 
that  is  important. 
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Fourth,  we  think  that  the  spend-down  on  prescription  drugs — a 
lot  of  people  are  spending  down  their  assets  in  order  to  get  on  Med- 
icaid, in  order  to  get  the  prescription  drug  coverage — we  think  if 
we  have  some  preventive  areas  in  here  to  strengthen  it,  that  will 
prevent  that. 

We  think  that  the  Medigap  insurance,  to  allow  for  three  new 
policies  to  add  just  prescription  drugs  and  not  first-dollar  coverage, 
will  allow  that  to  take  place. 

Mr.  McDermott.  All  those  could  be  done  with  

Mr.  Thompson.  And  finally,  we  think  competition  

Mr.  McDermott.  No  additional  money? 

Mr.  Thompson.  We  think  that  those  things  are  cost  savers,  Con- 
gressman. 
Mr.  McDermott.  Okay. 

Mr.  Thompson.  And  we  think  that  the  competition— If  you  as  a 
senior  have  the  opportunity  to  be  able  to  choose  between  one  fee- 
for-service  plan  versus  10  other  plans,  like  a  Federal  employee  is 
able  to,  we  think  that  is  going  to  be  much  more  productive,  much 
more  cost-efficient. 

And  finally,  we  think  having  the  competitive  bidding  process  put 
in,  that  we  will  hold  down  on  the  purchase  price  of  drugs,  like  we 
did  for  Cipro;  that  we  would  be  able  to  save  some  dollars. 

These  are  the  cost  savings  that  we  think  will  be  able  to  strength- 
en Medicare,  improve  Medicare,  and  at  the  same  time  allow  for 
prescription  drug  coverage,  Congressman. 

Mr.  McDermott.  So  if  I  understand — ^And  we  are  holding  our 
breath,  waiting  for  your  plan  to  be  rolled  out  up  here.  I  remember 
when  Mrs.  Clinton  was  coming  with  her  plan,  and  there  was  a  lot 
of  bated  breath.  Well,  we  have  got  bated  breath  up  here  for  your 
plan. 

But  we  were  not  allowed  to  hear  a  witness  who  has  a  proposal 
in  Maine,  which  I  would  like  to  hear  you  comment  on.  Because  the 
Federal  Government  negotiates,  the  Veterans  Administration  nego- 
tiates with  the  drug  companies,  and  this  State  Senator,  Ms.  Pin- 
gree,  said,  "Why  don't  we  have  the  State  of  Maine  negotiate  with 
the  pharmaceutical  companies  to  get  good  prices?"  That  is  her  pro- 
posal. 

Now,  would  you  be  opposed  to  a  program  where  Medicare,  using 
its  enormous  financial  power,  would  negotiate  with  the  pharma- 
ceutical companies  for  better  prices?  I  mean,  if  the  Veterans  Ad- 
ministration can  do  it,  and  the  State  of  Maine  can  do  it,  why  would 
it  not  be  a  good  idea  for  us  to  use  the  30  million  people  who  are 
in  Medicare  as  a  buying  power  to  drive  down  the  price? 

Mr.  Thompson.  Congressman,  three  things:  Number  one,  the 
State  of  Maine  case  is  in  litigation  right  now.  The  district  court 
ruled  one  way;  the  court  of  appeals  has  ruled  another  way.  It  is 
now  being  petitioned  for  certiorari  in  front  of  the  U.S.  Supreme 
Court.  Whether  or  not  they  are  going  to  take  jurisdiction,  I  can't 
tell  you.  But  that  case  is  being  questioned  in  the  legal  system. 

In  regards  to  that,  we  set  up  a  model  waiver.  Congressman, 
called  "Pharmacy  Plus."  And  I  have  got  a  copy  of  that  waiver  here. 
And  Maine  is  interested  in  this  particular  program,  as  are  approxi- 
mately 13  to  15  other  States.  Illinois  has  already  enacted  this  par- 
ticular waiver,  and  we  have  approved  that,  to  give  them  up  to  200 
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percent  of  poverty,  based  upon  their  prescription  drug  coverage.  It 
allows  those  States  to  negotiate  directly  with  the  particular  phar- 
maceutical companies. 

That  is  in  the  model  waiver.  And  we  think  the  model  waiver  may 
be  superior  to  the  State  of  Maine.  And  this  is  a  waiver  that  came 
up  out  of  the  Department  of  Health  and  Human  Services,  that  we 
developed,  that  we  would  like  to  have  you  take  a  look  at. 

Mr.  McDermott.  I  don't  know  if  everybody  has  a  copy  of  it. 

Mr.  Thompson.  I  just  brought  it,  and  it  is  there.  A  lot  of  States 
are  doing  it.  And  we  think  it  is  superior  to  the  State  of  Maine.  And 
I  just  would  like  to  point  out,  it  came  from  the  Department,  sir. 

And  finally,  in  regards  to  negotiating,  the  only  problem  with 
Medicare  is  that  we  are  such  a  huge  purchaser  of  the  thing  in  the 
market  that  we  would  more  than  likely  distort  the  market  if  we  ne- 
gotiated directly  with  a  pharmaceutical  company  on  the  purchase 
of  drugs. 

Therefore,  we  think — and  I  mentioned  that  to  Congressman 
Stark — that  if  Congress  gives  me  the  authority,  I  will  do  it.  But  I 
think  a  better  approach  is  competitive  bidding,  which  will  accom- 
plish pretty  much  the  same  thing,  as  v/ell  as  the  model  waiver. 
And  I  think  that  is  a  better  approach  than  having  a  way  to  distort 
the  market.  Congressman. 

Chairman  Thomas.  The  gentleman's  time  has  expired.  However, 
the  Chair  would  like  to  sympathize  with  the  gentleman  from  Wash- 
ington on  the  preventive  care,  as  he  well  knows.  Something  as  use- 
ful as  the  early  detection,  education,  and  treatment  of  diabetes, 
which  would  significantly  reduce  end-stage  renal  disease,  was  list- 
ed when  we  wanted  to  offer  it  as  a  program  as  a  "coster,"  rather 
than  a  money  saver.  And  if  the  Department  would  help  us  in  col- 
lecting statistics  about  early  detection  and  prevention  programs 
that  we  put  in  place,  to  show  that  they  actually  save  money,  we 
could  do  even  more  of  that,  by  offering  other  programs  out  of  the 
savings  of  the  preventive  programs  that  we  have. 

But  under  our  current  budgetary  structure  and  rules — which  the 
Chair  thinks  are  rather  absurd — those  wind  up  as  "costers"  be- 
cause we  look  at  5-year  windows  for  cost,  rather  than  over  a  10- 
or  a  20-year  period  in  which  we  fundamentally  are  able  to  alter  be- 
havior. That  is  one  of  the  problems  that  we  live  with,  with  the  arti- 
ficial budgeting  structure  that  we  have,  including  comments  about 
tax  cuts  or  any  other  provisions  in  the  artificial  world  in  which  we 
hve. 

Does  the  gentleman  from  Pennsylvania  wish  to  inquire? 

Mr.  English.  I  certainly  do,  Mr.  Chairman.  And  for  what  it  is 
worth,  I  will  stick  to  5  minutes. 

Mr.  Secretary,  I  want  to  thank  you  for  coming  here  and  testi- 
fying today.  And  on  behalf  of  those  of  us  who  think  $350  billion  is 
serious  money — perhaps  naively — I  want  to  congratulate  you  for 
also  exploring  ways  of  delivering  the  same  package  of  Medicare 
services  more  efficiently,  in  a  more  modem  way.  Ajid  if  that  gen- 
erates cost  savings,  I  don't  think  you  would  need  to  apologize  for 
it. 

My  sense  is  that  one  of  the  most  important  things  you  have 
touched  on  in  your  testimony  is  the  need  for  seniors  to  have  a  flexi- 
ble package  of  benefits  under  whatever  we  do.  And  I  wonder  if  you 
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could  elaborate,  very  briefly,  on  your  testimony.  The  notion  of  flexi- 
bility has  been  characterized  here,  strangely,  as  complicating  sen- 
iors' lives.  Yet  for  many  seniors,  in  very  different  circumstances,  a 
different  package  of  benefits  would  mean  different  things. 

And  I  wonder  if  you  could  elaborate  on  the  importance  to  seniors 
of  giving  them  at  least  a  variety  of  options  for  how  they  might  take 
a  subsidy  in  supporting  their  prescription  plans. 

Mr.  Thompson.  I  think,  first  off,  let  me  thank  you  for  your  point- 
ing out  the  efficiencies.  And  I  would  like  to  thank  you  and  the 
Committee  for  passing  our  contracting  reforms.  I  know  the  House 
has  passed  it,  and  it  is  over  in  the  Senate.  Hopefully,  the  U.S.  Sen- 
ate will  pass  it.  Because  the  contracting  reforms  are  going  to  allow 
us  to  build  in  quality,  efficiencies,  and  save  money,  and  deliver  a 
better  product.  And  that  is  what  you  want,  and  it  is  what  the  tax- 
payers want.  And  we  are  hopeful  that  the  Senate  will  pass  it,  so 
we  can  do  that. 

In  regards  to  choice,  as  we  know,  seniors  like  Medicare+Choice, 
because  it  gives  them  the  opportunity  to  look  at  something  else  be- 
sides just  fee-for-service.  We  think  also  of  the  Medigap  plans;  there 
is  "A"  through  "J."  This  Administration  is  asking  for  three  more, 
three  that  do  not  require  first-dollar  coverage,  and  one  that  will 
allow  only  for  prescription  coverage.  So  that  seniors  will  be  able  to 
pick  and  choose  from  Medigap  programs  to  decide  which  one  is  the 
best  suited  for  their  particular  needs. 

The  third  thing,  and  the  most  important  one,  is  if  we  go  with  the 
change  of  strengthening  it,  allowing  Medicare  recipients  to  have 
the  same  choices  as  Federal  employees,  we  are  fairly  confident  that 
the  seniors  will  embrace  that  enthusiastically  and  will  be  able  to 
pick  and  choose  which  plan  best  suits  them  and  their  insurance 
needs. 

And  that  is  why  we  think  it  will  be  a  cost  saver,  because  you  will 
have  competition;  you  will  hold  down  on  expenses;  and  you  will 
allow  seniors  to  have  the  same  choices  that  you  and  I  have  when 
we  pick  our  health  insurance  program.  And  we  think  that  is  good 
public  policy. 

Mr.  English.  And  I  know  you  know  from  your  experience  as 
Governor  that  Wisconsin  has  not  been  the  only  source  of  policy  in- 
novation at  the  State  level.  And  I  know  you  are  aware  that  Penn- 
sylvania has  a  Program  of  All-inclusive  Care  for  the  Elderly 
(PACE)  

Mr.  Thompson.  That  is  correct. 

Mr.  English.  That  has  been  in  place  for  many  years.  It  is  per- 
haps the  most  comprehensive  of  the  State  programs  available — per- 
haps of  less  interest  at  this  hearing,  because  PACE  doesn't  afford 
one  of  the  factions  in  Congress  an  opportunity  to  highlight  one  of 
their  candidates.  But  it  is  certainly  one  of  the  most  successful  pro- 
grams. 

In  Pennsylvania  seniors  currently  have  access  to  a  limited  pre- 
scription plan  under  PACE.  We  would  like  to  see  a  program  that 
would  fit  into  that  existing  benefit,  if  anything  could  be  wrapped 
around  it.  Do  you  feel  that  that  is  an  important  priority,  and  that 
we  should  encourage  the  States  that  are  doing  things  already  in 
prescriptions  to  be  able  to  continue  to  offer  those  benefits;  and  not. 
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as  the  minority  plan  from  the  last  Congress  did,  require  seniors  to 
choose  one  or  the  other? 

Mr.  Thompson.  Thank  you,  Congressman  English,  and  thank 
you  for  your  comments  about  our  innovation  in  Wisconsin.  And  I 
appreciate  that.  I  am  not  going  to  get  into  an  argument  with  Gov- 
ernor Ridge  which  one  of  us  was  the  most  innovative,  because  Gov- 
ernor Engler  would  also  like  to  have  a  dog  in  that  hunt.  But  I 
thank  you  so  very  much.  And  I  compliment  the  Governor  and  the 
legislature  in  Pennsylvania  for  coming  up  with  the  PACE  program. 

And  that  is  why  the  President  came  in  with  his  immediate  pro- 
gram to  allow  for  States  like  Pennsylvania  that  have  taken  a  lead 
to  be  able  to  use  this  new  program,  up  to  100  percent  of  poverty, 
to  get  their  Federal  match,  and  then  up  to  150  percent  of  poverty, 
to  get  a  90/10  match.  That  would  help  Pennsylvania,  probably  more 
than  any  other  program.  And  we  are  hoping  that  you  will  support 
that. 

In  regards  to  that  innovation  of  States,  this  is  something  that  I 
believe  very  passionately  about.  That  is  why  we  set  up  this  model 
waiver  for  States  to  use.  And  it  is  called  "Pharmacy  Plus,"  and  al- 
lows States  to  take  a  look  at  this  opportunity  for  themselves  to  set 
up  their  own  individual  drug  program,  one  in  which  the  States  and 
the  Federal  Government  would  be  in  partnership.  And  we  are  hop- 
ing that  States  like  Pennsylvania  take  the  lead  and  do  that. 

Mr.  English.  Thank  you. 

Chairman  Thomas.  Thank  the  gentleman.  Does  the  gentleman 
from  Illinois  wish  to  inquire? 

Mr.  Weller.  Thank  you,  Mr.  Chairman. 

And  Mr.  Secretary,  it  is  good  to  have  you  here  again. 

Mr.  Thompson.  It  is  always  a  pleasure,  Mr.  Weller. 

Mr.  Weller.  Particularly,  someone  from  the  neighboring  State  of 
Wisconsin. 

Mr.  Thompson.  Yes.  And  we  love  people  from  Illinois  coming  to 
visit  Wisconsin. 

Mr.  Weller.  I  know.  A  lot  of  my  neighbors  do.  And  again,  I  ap- 
preciate your  time  and  your  leadership,  and  particularly  your  lead- 
ership on  modernizing  Medicare  for  the  21st  century  with  prescrip- 
tion drugs. 

And  I  also  want  to  commend  the  President  on  his  leadership  in 
the  war-time  balanced  budget  he  has  offered  the  Congress,  which 
was  mirrored  in  what  we  passed  out  of  the  U.S.  House  of  Rep- 
resentatives, that  includes  prescription  drug  coverage  for  seniors  as 
part  of  Medicare. 

One  thing  I  would  note,  in  the  House-passed  war-time  balanced 
budget  we  provide  about  $350  billion  for  the  purpose  of  modern- 
izing Medicare,  including  prescription  drug  coverage.  And  my  hope 
is  it  will  be  legislation  similar  to  what  this  House  passed  2  years 
ago,  which  was  voluntary  and  affordable  for  all  seniors  who  qualify 
under  Medicare.  And  thanks  to  the  leadership  of  Chairman  Thom- 
as and  Nancy  Johnson  and  others,  this  House  led.  And  unfortu- 
nately, the  Senate  failed  to  act.  And  we  could  have  had  prescription 
drug  coverage  for  seniors  today,  had  the  Senate  acted,  rather  than 
doing  nothing. 

The  question  I  have,  Mr.  Secretary,  is,  in  your  testimony  you 
note  that  there  are  about  9  million  Medicare  beneficiaries  that 


46 


have  no  prescription  drug  coverage  today.  About  one-third  of  those 
have  incomes  of  $18,000  or  less,  lower-income  seniors.  And  of 
course,  they  are  the  ones  who  struggle  the  most  in  meeting  the  cost 
of  providing  prescription  drug  coverage. 

There  are  two  questions  I  have.  One  is  that  I  find  as  I  travel 
throughout  the  district  that  I  represent,  the  south  side  of  Chicago 
and  the  south  suburbs,  towns  like  Joliet  and  Park  Forest  and  that, 
many  seniors  already  have  prescription  drug  coverage,  about  two- 
thirds  do. 

Mr.  Thompson.  Seventy-three  percent. 

Mr.  Weller.  Seventy-three  percent.  And  I  find  across  the  board 
there  is  support  for  including  prescription  drug  coverage.  And  they 
appreciate  what  the  House  majority  has  done,  the  leadership  that 
has  come  out  of  the  House. 

One  concern  they  have,  though,  is  they  are  concerned  that  if  we 
provide  prescription  drug  coverage  under  Medicare  that  it  may 
jeopardize  the  coverage  they  already  have,  that  as  part  of  their  re- 
tirement benefits  they  are  provided  what  they  feel  is  a  pretty  good 
program  covering  prescription  drugs.  And  they  have  a  fear  that  if 
the  government  were  to  provide  it  through  Medicare  that  they 
would  lose  it  as  part  of  their  retirement  benefits. 

And  I  was  wondering,  Mr.  Secretary,  if  you  can  just  share  your 
concerns,  as  we  move  the  legislation  through  this  Committee,  on 
how  we  can  best  ensure  that  prescription  drug  coverage  will  not 
only  be  affordable,  but  voluntary.  If  you  have  better  coverage  avail- 
able from  another  source  that  you  prefer  to  have,  there  is  no  reason 
to  jeopardize  it. 

Mr.  Thompson.  I  really  think  that  we  can  take  care  of  that  in 
the  overall  proposal  that  this  Committee  will  be  marking  up.  I 
think  that  there  is  no  question  that  73  percent  of  seniors  have 
their  own  prescription  drug  coverage.  Some  of  it  is  not  as  adequate 
as  it  should  be,  and  they  will  be  certainly  benefiting  from  a  pre- 
scription drug  coverage  in  Medicare. 

We  think  overall  that  the  prescription  drug  coverage  benefit  for 
seniors  under  Medicare  is  important.  But  we  do  not  want  to  crowd 
out.  And  that  is  something  that  some  individuals  are  fearful  of, 
some  of  your  constituents,  that  if  we  put  prescription  drug  cov- 
erages, employers  say,  "Well,  you've  got  it.  As  a  senior  you  don't 
need  it  in  the  employer's  proposal."  And  that  is  a  big  block,  of  those 
individuals  that  are  covered  by  employer-owned  policies. 

And  so  therefore,  we  want  to  make  sure  that  we  take  that  into 
consideration.  But  we  think  that  it  can  be  handled  quite  nicely. 

Mr.  Weller.  Yes.  And  building  on  that,  the  proposal  that  we 
passed  out  of  the  U.S.  House  of  Representatives  in  the  last  Con- 
gress was  a  public-private  partnership,  and  enlisted  the  private 
sector  in  helping  provide  Medicare  prescription  drug  coverage,  and 
legislation  that  obtained  bipartisan  support. 

My  hope  is  that  the  legislation  we  move  through  this  Committee 
will  have  bipartisan  support  as  well,  because  both  parties  claim 
they  are  for  prescription  drug  coverage.  And  we  no  longer  want  it 
to  be  a  political  issue.  We  actually  want  to  provide  a  solution  and 
get  the  job  done. 

And  I  was  wondering,  from  your  perspective,  there  are  kind  of 
two  schools  of  thought.  One  is  that  there  should  be  no  private  sec- 
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tor  involvement  in  providing  Medicare  prescription  drug  coverage; 
and  the  other  is  that  we  should  enlist  the  private  sector.  And  fun- 
damentally, can  you  argue  the  merits  of  what  the  President  has 
discussed,  which  is  enlisting  the  private  sector? 

Mr.  Thompson.  The  President  feels  strongly  that  the  seniors 
should  have  options.  If  they  want  to  retain  the  current  Medicare 
fee-for-service  program,  they  should  have  that  opportunity,  and  no- 
body should  abrogate  that  opportunity. 

But  at  the  same  time,  like  we  have  for  Medicare+Choice,  like 
Medigap,  there  are  many  different  programs  out  there  that  seniors 
like  to  be  able  to  pick  and  choose.  We  think  that  is  good  public  pol- 
icy, for  several  reasons.  It  gives  the  senior  a  better  opportunity  to 
devise  his  or  her  best  insurance  coverage;  whether  it  be  prescrip- 
tion drug  coverage,  whether  it  be  first-dollar  coverage,  whether  it 
be  a  casualty  loss  coverage,  whether  it  be  preventative  health. 
Allow  the  senior,  with  consultation  with  family  Members,  with 
their  doctors,  to  pick  the  best  health  insurance  program. 

That  is  why  we  think  a  mix  is  good,  with  the  understanding  that 
that  senior  should  be  able  to  pick  or  choose,  if  he  or  she  wants  to; 
but  at  the  same  time,  if  they  want  to  maintain  their  existing  plan, 
they  should  have  that  right,  as  well. 

Mr.  Weller.  Thank  you.  Thank  you,  Mr.  Secretary. 

Chairman  Thomas.  Thank  the  gentleman.  Does  the  gentleman 
from  Georgia  wish  to  inquire? 

Mr.  Lewis  of  Georgia.  Thank  you  very  much,  Mr.  Chairman. 
Welcome,  Mr.  Secretary.  Mr.  Chairman,  I  won't  take  my  5  minutes, 
but  I  do  want  to  say  from  the  outset  this  reminds  me  of  another 
period  in  our  history  about  40  years  ago,  in  1964,  when  another 
person  was  denied,  an  attempt  was  to  deny  a  person  for  testifying. 
But  this  particular  woman,  by  the  name  of  Fannie  Lou  Hamer,  was 
able  to  testify.  And  in  testifying,  she  educated  and  sensitized  the 
Nation;  not  about  health  care,  but  about  voting  rights.  And  she 
said,  in  that  classic  statement,  "I  am  sick  and  tired  of  being  sick 
and  tired." 

Since  I  am  a  candidate  for  reelection  to  Congress,  and  since  our 
witness  was  denied  the  right  to  testify,  I  don't  think  I  should  in- 
quire, Mr.  Secretary.  So  I  want  to  thank  you  for  being  here. 

Mr.  Thompson.  Do  you  want  me  to  comment  on  that? 

Mr.  Lewis  of  Georgia.  If  the  spirit  moves  you  to  talk. 

Chairman  Thomas.  The  Chair  would  observe  we  are  well  within 
the  5-minute  period. 

Mr.  Thompson.  I  don't  know  how  I  could  comment. 

Mr.  Lewis  of  Georgia.  Well,  you  don't  have  to,  Mr.  Secretary.  I 
just  wanted  to  make  a  statement  for  the  record,  sir. 

Mr.  Thompson.  Thank  you.  Congressman  Lewis. 

Chairman  Thomas.  Thank  the  gentleman  very  much.  Does  the 
gentleman  from  Florida  wish  to  inquire? 

Mr.  Foley.  Thank  you  very  much,  Mr.  Chairman.  Let  me  just 
commend  you  on  the  rules  of  engagement  on  bringing  witnesses 
forward.  And  we  may  disagree,  but  I  could  think  of  a  number  of 
reasons  why  I  would  like  Elizabeth  Dole  here  to  talk  about  the  Red 
Cross,  or  Mayor  Norm  Coleman  to  talk  about  some  issue.  But  I 
think  it  is  important  that  we  talk  to  people  who  have  direct-line 
experience  and  are  here  today. 
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Let  me  also  comment  for  the  record  that  I  found  the  Democratic 
response  to  the  savings  possible  under  the  retail  pharmaceutical 
cards,  if  you  will,  11.4  percent  discounts,  to  be  paltry,  to  be  not 
worth  the  time  and  effort  that  we  are  endeavoring  to  create  this 
legislation. 

So  it  begs  the  question  of  why  Wal-Mart  is  the  most  popular  con- 
sumer stop  in  America,  why  people  spend  $25,  $35  to  join  Costco 
or  Price  Club,  and  why  so  many  millions  of  Americans  enjoy  the 
benefits  of  an  AARP  card.  Largely  because  they  provide  a  discount 
in  some  form  or  fashion. 

Now,  Chuck  Hagel,  Senator  Hagel,  and  I  have  been  working  for 
quite  some  time  on  the  discount  card  that  has  been  enunciated  by 
the  President.  And  let  me  commend  first  the  President  for  taking 
the  leadership.  And  let  me  also  suggest,  during  the  prior  testimony 
people  were  asking  you  specifically  where  we  would  find  the  money 
to  initiate  prescription  drugs  and  a  discount  card  mechanism. 

Let  me  underscore,  yesterday  in  this  very  hearing  room  the  Hon- 
orable Reuben  King-Shaw,  formerly  of  Florida,  now  a  member  of 
your  Administration,  was  speaking  specifically  about  areas  that 
you  have  articulated  and  are  talking  about.  Wellness  models:  Sand- 
er Levin  and  I  are  working  on  the  wellness  model,  which  in  the 
long  term  will  actually  reduce  costs  to  Medicare  and  allow  us  to 
transition  a  healthier  society  into  providing  the  benefits  for  those 
most  needed. 

My  question  is,  Mr.  Secretary,  obviously,  it  is  because  of  a  law- 
suit requiring  Congress  to  act  and  give  statutory  authority  to  im- 
plement the  prescription  drug  card  program.  How  quickly  do  you 
believe  you  can  get  it  up  and  running,  if  we  can  provide  you,  if  you 
will,  with  the  legislative  authority? 

Mr.  Thompson.  Thirty  to  sixty  days. 

Mr.  Foley.  In  30  to  60  days  the  seniors  who  live  in  Palm  Beach 
County  of  the  16th  Congressional  District  can  actually  access  the 
kind  of  savings,  potentially  upwards  of  11,  maybe  more,  depending 
on  the  competition?  But  what  we  are  sa3dng  today,  right  here,  is 
that  within  60  days  seniors  could  have  benefits  of  actual  cash  sav- 
ings, rather  than  political  rhetoric. 

Mr.  Thompson.  We  have  done  a  lot  of  the  preliminary  work  al- 
ready. Congressman.  So  we  can  move  very  rapidly. 

Mr.  Foley.  And  isn't  it  correct  that  the  Administration  is  not 
willing  just  to  have  a  discount  card;  that  they  actually  have  an 
enunciated  policy  on  providing  pharmaceutical  drugs  to  seniors  65 
and  over? 

Mr.  Thompson.  That  is  correct.  You  are  absolutely  correct. 

Mr.  Foley.  Let  me  also  caution  those  that  see  Medicare  as  being 
the  primary,  if  you  will,  place  to  have  the  pharmaceutical  drug  pro- 
gram, having  had  experience  as  a  State  legislator,  I  caution  those 
that  expect  miracles  out  of  an  agency  to  be  the  one-size-fits-all, 
that  when  we  tried  to  do  that  in  Florida  we  actually  had  to  create 
a  formulary  list.  We  had  to  deny  a  number  of  drugs,  because  of  the 
cost  of  those  drugs.  That  is  why  I  applaud  what  you  are  doing.  It 
is  to  provide,  if  you  will,  an  opportunity  to  provide  prescription 
drugs,  but  to  keep  a  free  market  concept  and  principle  in  place. 

Mr.  Thompson.  We  think  it  would  be  very  effective.  We  think 
seniors,  who  are  very  intelligent,  would  be  able  to  pick  and  choose 
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the  best  insurance  program  for  themselves,  as  well  as  prescription 
drug  coverage  for  themselves  and  their  families. 

And  that  is  why  we  think  it  would  be  cost-effective,  good  public 
policy,  and  be  able  to  be  more  efficient.  And  just  like  the  Federal 
employees'  insurance  is  right  now,  you  have  that  option,  I  have 
that  option.  And  I  think  we  should  allow  the  seniors  to  have  the 
same  option  to  develop  their  own  insurance  program. 

Mr.  Foley.  Your  work  in  your  home  State  is  legendary.  As  Gov- 
ernor, you  were  able  to  squeeze  savings  out  of  programs  by  imple- 
menting, if  you  will,  preventative  care,  whether  it  was  in  truancy, 
whether  it  was  in  juvenile  detention.  So  you  see  that  same  oppor- 
tunity federally  now,  as  we  are  talking  about  Medicare  and 
wellness,  to  do  the  same  kind  of  cost  savings  through  implementa- 
tions of  health  models,  if  you  will? 

Mr.  Thompson.  Absolutely.  And  that  is  why  we  think  this  "Phar- 
macy Plus"  waiver  is  a  giant  step  forward,  to  allow  States  to  set 
up  their  own  innovative  plans  in  partnership  with  the  Federal  Gov- 
ernment. 

We  also  think  the  $8  billion  that  the  President  has  put  in  his 
budget  to  allow  States  to  develop  their  own  insurance  program, 
their  own  pharmaceutical  plan,  as  well  as  with  Federal  tax  credits 
to  develop  their  own  health  insurance  program  using  the  pooling 
process,  is  going  to  save  a  lot  of  dollars  and  allow  a  lot  of  unin- 
sured individuals  to  be  covered.  We  expect  6  to  8  million  people 
could  be  covered  by  just  the  Federal  tax  credit  program,  if  Congress 
passes  it. 

Mr.  Foley.  Thank  you.  I  yield  back. 

Chairman  Thomas.  Thank  you.  Does  the  gentleman  from  Cali- 
fornia, Mr.  Becerra,  wish  to  inquire? 
Mr.  Becerra.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  thank  you  very  much  again  for  coming  before  us 
and  providing  testimony. 

Mr.  Thompson.  Good  to  see  you,  Congressman. 

Mr.  Becerra.  Good  to  see  you,  as  well.  I  am  a  little  disturbed 
by  the  fact  that  the  President  did  not  increase  funding  for  his  pre- 
scription drug  plan  and  Medicare  overall  from  his  previous  budget 
of  last  year;  especially  when  you  take  into  account  that  the  Medi- 
care prescription  drug  bill  that  was  presented  to  this  House  by 
Chairman  Thomas  and  the  Republican  majority  in  this  House  a 
year  ago  or  so  was  projected  by  the  Congressional  Budget  Office, 
or  the  non-partisan  Accounting  Office — it  was  budgeted  to  cost 
about  $154  billion  over  10  years.  That  was  an  estimate  last  year. 

Today,  the  same  CBO  is  telling  us  that  that  same  bill — same  bill, 
no  changes — today  is  going  to  cost  about  $41  billion  more,  or  about 
25  percent  more  than  their  previous  projection  of  last  year  for  that 
same  10-year  window. 

So  given  that  we  all  know — and  seniors  know  this  better  than  we 
do — that  the  cost  of  health  care,  including  prescription  drugs,  con- 
tinues to  rise,  I  am  somewhat  disturbed — in  fact,  very  disturbed — 
that  the  President  didn't  include  more  money  there.  And  I  hope 
that,  as  some  of  my  colleagues  have  mentioned  previously,  you  will 
take  that  back  to  the  President;  that  if  we  really  want  to  do  this 
in  the  right  way,  we  can't  do  it  on  the  cheap. 

Mr.  Thompson.  Could  I  respond,  Congressman? 
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Mr.  Becerra.  Certainly. 

Mr.  Thompson.  Okay.  Thank  you  very  much.  First  off,  point 
number  one  is  that  the  President  did  increase  the  budget,  from 
$153  bilhon  to  $190  bilhon.  That  is  point  number  one. 

Point  number  two  is  that  we  have  our  own  actuaries  out  at  the 
Department  of  Health  and  Human  Services  and  Division  of  Centers 
for  Medicare  Services.  They  came  up  with  the  figures  for  0MB.  The 
0MB  put  those  figures  and  plugged  them  in. 

Third,  in  m.y  testimony  this  morning,  as  well  as  in  answer  to  sev- 
eral questions,  I  indicated  that  we  are  willing  to  work  with  the 
$350  billion  figure  that  Congressman  Thomas  has  indicated  is  nec- 
essary, and  also  which  Congressman  Nussle  has  put  in  the  budget 
which  was  approved  by  the  U.S.  House  of  Representatives. 

Mr.  Becerra.  Secretary,  thank  you  for  that.  And  actually,  before 
I  turn  to  my  next  question,  I  do  want  to  make  sure  that  it  is  clear. 
The  0MB  is  the  President's  arm  that  does  its  budget  numbers, 
which  has  always  been  a  little  less  accurate  than  the  Congressional 
Budget  Office. 

And  second,  the  President  may  have  increased  the  numbers  he 
put  in  there  for  Medicare,  but  that  does  not  take  into  account  the 
fact  that  the  prescription  drug  bill  by  itself  would  have  increased 
by  $41  billion.  Your  plan,  the  President's  plan  for  Medicare  talks 
about  all  sorts  of  things,  not  just  prescription  drugs. 

Mr.  Thompson.  That  is  correct. 

Mr.  Becerra.  So  let's  be  sure  we  are  talking  apples  and  apples, 
and  not  apples  and  oranges,  and  not  let  seniors  believe  that  be- 
cause the  President  increased  the  entire  amount,  that  it  will  be 
taken  care  of. 

Mr.  Thompson.  But  I  am  also  

Mr.  Becerra.  But  he  doesn't  try  to  leave  out  the  fact  that  just 
for  prescription  drugs  it  would  be  a  lot  more.  Let  me  ask  a 
question  

Mr.  Thompson.  But  I  also  understand.  Congressman,  that  $350 
billion  that  is  in  the  budget  bill  also  is  looking  at  streamlining  and 
strengthening  Medicare,  as  well. 
.  Mr.  Becerra.  Right. 

Mr.  Thompson.  So  those  are  apples  and  apples. 

Mr.  Becerra.  Absolutely.  And  that  is  good.  Let's  just  hope  that 
the  streamlining  doesn't  mean  reduced  benefits  for  seniors  in  the 
process. 

Mr.  Thompson.  Well,  let's  hope  that  we  can  come  up  with  a  very 
good,  comprehensive,  bipartisan  plan.  And  I  want  to  work  with  you 
to  accomplish  that.  Congressman. 

Mr.  Becerra.  I  am  glad  you  are  willing  to  work  with  us  on  a  bi- 
partisan plan,  because  the  leadership  in  the  House  on  the  Repub- 
lican side  has  not  taken  any  time  to  sit  down  with  us  to  talk  about 
a  bipartisan  plan.  So  perhaps,  working  together,  we  can  get  the  Re- 
publican majority  to  do  that  with  us,  as  well. 

The  point  I  wanted  to  make  with  regard  to  funding  

Mr.  Thompson.  Yes,  sir. 

Mr.  Becerra.  You  mentioned  in  your  testimony,  and  I  will  quote 
you,  "We  have  a  moral  obligation  to  fulfill  Medicare's  promise  of 
health  care  security  for  American  seniors  and  people  with  disabil- 
ities." I  can't  agree  with  you  more. 
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And  to  me,  that  means  that,  to  fulfill  that  promise,  you  have  got 
to  have  the  money  in  hand,  ensuring  that  the  government  dollars 
that  we  are  collecting  from  those  who  are  working,  in  their  Medi- 
care contributions,  is  available  to  them.  It  seems  to  me  that  the 
more  we  see  an  Administration  proposed  budget  that  not  only 
spends  money  not  in  Medicare  but  in  other  areas,  and  specifically 
with  regard  to  tax  cuts  that  are  going  to  benefit  mostly  the  well- 
to-do  in  this  country  along  with  corporations,  not  Medicare  bene- 
ficiaries. It  seems  to  me  that  we  are  spending  those  Medicare  trust 
fund  dollars  not  on  Medicare  over  the  next  10  years,  but  on  things 
that  are  unrelated  to  Medicare. 

And  I  know  the  General  Accounting  Office  will  present  its  testi- 
mony in  just  a  moment,  but  there  is  a  chart  that  the  GAO  provided 
us.  And  again,  the  General  Accounting  Office  is  the  non-partisan 
watchdog  for  the  Federal  Government.  And  what  they  are  telling 
us  is  that  by  the  year  2050,  the  last  bar,  you  can  see  the  costs  we 
will  have. 

Spending,  non-Medicare;  Medicaid  spending;  and  non-Social  Se- 
curity spending  are  the  green  portion  of  the  bar.  The  red  is  Medi- 
care-Medicaid;  which,  as  you  can  see,  has  grown  over  the  years,  be- 
cause we  know  the  Baby  Boomers  will  be  retiring  and  using  Medi- 
care. ^ 

Mr.  Thompson.  Sure. 

Mr.  Becerra.  And  the  cost  of  medicine  is  going  up.  Social  Secu- 
rity in  yellow.  And  then  Net  Interest  in  blue.  The  portion  of  the 
bar  that  has  grown  the  most  is  the  portion  in  blue,  which  means 
that  the  cost  of  paying  the  debt — just  the  interest  on  the  debt,  not 
the  principle,  just  the  interest  on  the  national  debt — is  growing 
fastest. 

If  we  were  to  save  the  moneys  that  we  have  from  the  Medicare 
trust  fund  for  Medicare  by  paying  down  the  national  debt,  we  could 
reduce  the  size  of  that  blue  portion  of  that  bar  so  that  we  can, 
hopefully,  in  some  point  in  the  future  not  just  meet  the  needs  of 
our  seniors  with  Medicare,  but  also  try  to  meet  the  needs  of  all 
Americans,  including  our  kids,  to  educate  and  to  do  the  right  thing. 

So  I  just  fear  that  in  having  a  budget  from  the  President  that 
spends  all  of  the  Medicare  trust  fund  on  things  other  than  Medi- 
care, that  that  is  sending  us  down  the  wrong  path.  I  thank  you  for 
being  here. 

Mr.  Thompson.  Thank  you.  Congressman,  for  your  questions  and 
your  comments.  I  appreciate  that. 

Chairman  Thomas.  The  gentleman's  time  has  expired.  Does  the 
gentleman  from  Texas  wish  to  inquire? 

Mr.  Brady.  Yes,  Mr.  Chairman. 

Thank  you,  Mr.  Secretary,  for  your  testimony  today.  I  appreciate 
the  increase  the  President  has  proposed  for  health  care  ail  across 
the  board,  and  would  note  that  only  in  Washington  are  major  in- 
creases in  spending  often  described  as  cuts,  drastic  cuts.  The  fact 
is,  more  money  helps.  We  appreciate  your  and  the  President's  sup- 
port doing  that. 

Listening  to  your  testimony,  I  am  thinking  that  there  is  one 
woman  in  King^^ood,  Texas,  who  would  be  thrilled  to  hear  your 
goal  to  make  all  seniors  have  access  to  affordable  prescription 
drugs.  I  was  at  a  townhall  meeting  the  other  day  at  the  Rosemont 
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Assisted  Living  Center  in  Kingwood.  This  woman — she  called  her- 
self not  a  senior  citizen,  but  an  "experienced  citizen" — has  a  month- 
ly drug  for  one  medicine,  $1,204  a  month  for  one  prescription.  She 
tried  generic  drugs.  It  didn't  work.  The  pain  returned.  Thankfully, 
she  has  a  husband  who  is  able  to  go  back  to  work,  and  she  is  able 
to  afford  it.  But  there  are  a  lot  of  people  like  that  in  the  country. 

And  I  think  the  fact  of  the  matter,  that  you  are  working  so  hard 
to  try  to  help  the  sickest  and  the  poorest  among  us  first,  is  really 
the  responsible  approach.  As  I  see  it,  you  have  taken  the  approach: 
Let's  create  a  short-term  drug  plan  this  year  to  help  the  sickest 
and  the  poorest  of  our  seniors.  And  then,  as  we  work  together  to 
modernize  Medicare  once  and  for  all,  then  create  a  broader  plan 
that  is  affordable  and  voluntary,  and  is  paid  for.  And  I  think  that 
is  really  key.  Because  I  think  in  the  past  Washington  has  got  itself 
in  trouble  by  over-promising  

Mr.  Thompson.  That's  right. 

Mr.  Brady.  And  under-delivering;  passing  on  the  financial  bur- 
den of  programs;  doing  it  for  an  election  year,  and  then  passing  it 
down  to  future  generations.  Your  plan  rejects  that  type  of  old-fash- 
ioned thinking,  thank  goodness. 

And  I  think  you  are  exactly  right  when  you  say  the  plan  should 
strengthen  the  solvency  of  Medicare,  rather  than  accelerate  its 
bankruptcy.  Putting  in  a  huge  plan  we  can't  pay  for  right  now 
would  be  like  going  on  a  spending  spree  when  your  credit  cards  are 
all  maxed  out.  And  fixing  Medicare  once  and  for  all  is  really  key. 

I  guess  my  point  to  you  is  that  I  think  the  biggest  challenge  to 
modernizing  Medicare  isn't  the  numbers.  I  think  it  is  partisan  poli- 
tics. It  seems  to  me  that  the  only  way  we  are  going  to  be  able  to 
get  all  this  done  is  if  both  parties  to  work  together.  If  we  just  put 
aside  the  interests  of  our  election  year  ambitions,  and  put  our  sen- 
iors first. 

Mr.  Thompson.  That's  right. 

Mr.  Brady.  It  seems  to  me  that  we  all  have  a  real  stake  in  help- 
ing our  seniors.  And  I  would  just  like  you  to  comment  on  that  as 
being  a  major  obstacle. 

Mr.  Thompson.  Congressman  Brady,  I  couldn't  agree  with  you 
more.  I  think  that  is  one  of  the  most  intelligent  statements  that 
I've  heard,  in  regards  to  making  sure  that  we  take  care  of  our  sen- 
iors first. 

We  have  an  opportunity  this  year  on  a  bipartisan  basis  to 
strengthen  Medicare,  improve  it,  and  at  the  same  time  add  a  pre- 
scription drug  coverage,  a  casualty  loss  coverage,  as  well  as  more 
preventive  care,  which  is  a  passion  of  mine.  I  think  it  is  absolutely 
necessary  to  take  a  look  at  how  we  deliver  medical  services  in  the 
United  States,  and  try  and  find  ways  in  which  we  will  be  able  to 
hold  down  on  future  costs  by  allowing  seniors  as  well  as  other 
Americans  to  take  care  of  their  health  up  front,  and  use  the  money 
more  propitiously  in  regards  to  that. 

In  regards  to  your  statements  on  a  bipartisan  basis,  I  hope  that 
we  can.  I  think  it  is  the  right  time.  And  people  say  it  is  an  election 
year,  therefore  it  can't  be  done.  I  think  it  is  just  the  opposite.  I 
think  the  election  year  is  going  to  drive  a  decision  to  be  made  on 
prescription  drug  coverage,  therefore,  we  have  an  opportunity. 
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I  believe — and  I  am  cautiously  optimistic  of  that — that  we  can 
get  a  reformed,  strengthened,  and  improved  Medicare  plan  passed 
with  prescription  drugs  this  year  through  both  Houses,  signed  by 
the  President. 

Mr.  Brady.  Right.  Thank  you,  Mr.  Secretary  and  Mr.  Chairman. 
Chairman  Thomas.  Thank  the  gentleman.  Does  the  gentlewoman 
from  Florida  wish  to  inquire? 
Mrs.  Thurman.  Thank  you,  Mr.  Chairman. 

Thank  you,  Mr.  Secretary,  for  being  here.  First  of  all,  just  a  cou- 
ple of  comments  on  the  question  that  Mr.  Crane  asked.  As  it  has 
been  noted  in  this  hearing,  it  sounds  like  we  may  be  moving  our 
date  up  until  Memorial  Day.  And  if  we  could  get  any  of  that  infor- 
mation, particularly  on  the  bundling  and  the  composite  rate,  before 
we  go  into  this  markup,  that  would  be  most  appreciated.  Because 
it  doesn't  do  us  any  good  after  the  bill  has  already  gone. 

Mr.  Thompson.  I  will  see  what  I  can  do  to  expedite  it.  Congress- 
woman  Thurman.  And  I  think  your  point  is  well  taken. 

Mrs.  Thurman.  Secondly,  I  just  want  to  say,  I  know  that  Mr. 
Shaw  is  not  here,  but  in  his  conversation  about  the  woman,  all  of 
us  see  that  in  Florida  all  of  the  time.  But  I  might  add  one  of  the 
things  that  concerns  me  and  why  some  of  us  who  would  like  to 
work  in  a  bipartisan  way  do  believe  that  all  seniors  should  be  in- 
cluded. 

Because  in  Florida,  as  you  well  know,  we  already  have  a  medi- 
cally needy  program  under  Medicaid.  So  if  what  you  say  in  your 
statement  is  that  it  gives  seniors  with  limited  means,  I  am  not  sure 
that  we  would  be  adding  any  more  for  the  woman  that  Mr.  Shaw 
was  talking  about.  But  I  do  want  to  go  to  something  that  

Mr.  Thompson.  No,  no,  I  think  you  are  misreading  my  state- 
ment. 

Mrs.  Thurman.  No,  not  yours. 
Mr.  Thompson.  Okay. 

Mrs.  Thurman.  Yours  says,  "Medicare  subsidized  drug  benefits 
should  protect  seniors  against  high  drug  expenses,  and  should  give 
seniors  with  limited  means  the  additional  assistance  they  need." 
And  so  I  was  just  pointing  out  that  we  do  have  a  medically  needy 
program,  so  I  am  not  sure  that  this  woman  would  still  be  taken 
care  of.  But  let  me  go  to  a  couple  of  other  issues  

Mr.  Thompson,  But  I  want  to  point  out,  I  want  it  to  cover  all 
seniors. 

Mrs.  Thurman.  Okay. 

Mr.  Thompson.  But  I  think  that  we  have  to  subsidize  in  certain 
cases  low-income  Americans,  make  sure  that  they  get  the  adequate 
coverage. 

Mrs.  Thurman.  Well,  I  appreciate  that  clarification.  The  other 
issue,  though,  that  does  concern  me — and  I  know  you  may  not  have 
had  the  opportunity  to  look  at  the  AARP  testimony  

Mr.  Thompson.  No,  I  have  not. 

Mrs.  Thurman.  But  I  do  want  to  bring  up  some  things.  In  your 
last  statement,  under  the  fourth,  "Medicare  should  provide  better 
health  insurance  options,  like  those  available  to  all  Federal  em- 
ployees and  retirees,"  it  says  the  last  is,  "Private  plans  have  been 
a  critical  source  of  drug  coverage  and  other  innovative  benefits  for 
seniors,  and  should  remain  so." 
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However,  if  you  go  and  look  at  the  AARP  report,  what  they  are 
showing  is  that  there  are  choices;  that  they  have  been  doing  this, 
that  the  principal  sources  of  coverage  that  offer  prescription  drug 
benefits — employer-based  retiree  coverage,  private  supplemental 
coverage,  or  Medicare  health  maintenance  organizations  (HMOs) — 
they  are  finding  that  they  have  been  inadequate,  they  are  limited, 
they  are  expensive  and,  more  importantly  I  think,  unstable,  which 
is  what  we  have  found  throughout  the  country,  particularly  with 
the  Medicare  HMOs. 

But  let  me  go  on  to  say  that  it  also  says  that  a  study  was  re- 
leased that  reported  that  nearly  42  percent  of  the  beneficiaries 
lacked  drug  coverage  at  some  point  in  1998.  And  a  new  study  pub- 
lished by  Health  Affairs  reports  that  nearly  40  percent  of  Medicare 
beneficiaries  had  no  drug  coverage  in  the  fall  of  1999. 

So  what  they  did  is,  they  laid  out  and  they  illustrated  for  some 
middle-income  people  the  difficulty  that  they  are  having  in  obtain- 
ing affordable  and  dependable  drug  coverage.  And  I  am  just  going 
to  read  these  very  quickly: 

A  retired  couple  has  significantly  saved  for  retirement,  and  has 
an  income  of  $40,000  a  year.  Both  take  prescription  drugs  for  heart 
disease  and  high  cholesterol.  The  wife  also  needs  medication  for 
breast  cancer  and  osteoporosis.  They  do  not  have  access  to  retiree 
health  benefits  from  a  former  employer.  There  are  no 
Medicare+Choice  plans  available  in  their  area.  And  a  Medigap  plan 
offering  some  drug  coverage  would  cost  each  of  them  $260  a  month. 
There  is  a  private  option  for  them.  They  can't  afford  it. 

A  retired  couple  has  an  income  of  $30,000  a  year,  significantly 
above  the  threshold  for  Medicaid  and  most  State  and  private  phar- 
macy assistance  programs.  They  have  prescription  drug  coverage 
through  a  Medicare  HMO.  This  year  they  have  learned,  however, 
that  the  HMO  plans  to  terminate  its  contract  with  Medicare,  effec- 
tive December  31st.  There  are  no  other  Medicare  HMOs  in  the 
area.  And  while  they  can  afford  supplemental  insurance  and  are 
guaranteed  access  to  certain  Medigap  plans,  "A,"  "B,"  "C,"  and  "F," 
none  of  these  plans  would  include  their  drug  coverage. 

And  then  the  last  one  is  about  a  75-year-old  widow  who  is  en- 
rolled in  a  Medicare  HMO  that  offers  drug  coverage.  She  currently 
has  prescriptions  for  cholesterol-lowering  medication,  at  $97.51  a 
month,  and  an  allergy  medication  of  $46.94  a  month.  While  ini- 
tially her  drug  coverage  was  quite  generous—and  we  are  finding 
this  over  and  over — this  year  her  drug  benefit  is  capped  at  $300 
a  year.  As  a  result,  she  basically  will  have  no  drug  coverage  for 
three-quarters  of  the  year. 

So  I  know  we  don't  have  a  lot  of  time  to  discuss  this  right  now, 
but  I  would  like  to,  one,  have  the  opportunity  to  discuss  some  of 
these  issues  with  you;  but  secondly,  because  of  the  lack  of  time  that 
we  have  sometimes  in  this  Committee,  if  we  could  get  your  staff 
to  kind  of  respond  to  us  as  to  how  you  think  these  private  plans 
that  are  already  in  place — how  you  think  you  can  better  them 
through  the  modernization  that  you  are  talking  about. 

Mr.  Thompson.  Thank  you  very  much,  Congresswoman.  We  will 
be  more  than  happy  to  work  with  you  on  that  particular  subject, 
more  than  happy  to  get  back  to  you  with  our  staff. 
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My  only  quick  rejoinder  is  that  the  Federal  system  works  very 
well.  We  have  10  plans,  10  to  12  plans,  that  Federal  employees  can 
pick  and  choose  from.  We  think  the  same  advantage  could  be  given 
to  seniors.  They  could  maintain  their  current  plan,  if  they  so  de- 
sire. But  having  the  opportunity  to  pick  and  choose  from  other  just 
as  good,  or  sometimes  better,  plans  would  be  better. 

In  regards  to  Medigap,  that  is  why  we  are  adding  three  more 
plans.  Because  none  of  them  really  deal  with  prescription  drug  cov- 
erage very  well,  so  we  are  adding  three  more.  Hopefully,  Congress 
will  approve  them,  and  get  away  with  the  first-dollar  coverage 
which  is  a  problem  and  an  impediment  for  giving  an  expansive  pre- 
scription drug  coverage. 

So  with  three  new  Medigap  plans,  with  10  different  Federal 
plans  that  seniors  could  pick  and  choose  from,  we  think  seniors 
would  be  better  served.  And  that  is  why  we  believe  it  is  good  public 
policy. 

Chairman  Thomas.  Thank  the  gentlewoman.  And  also,  the  Chair 
will  say  that,  in  terms  of  the  honest  request  to  work  in  a  bipartisan 
way,  the  Chair  has  a  clear  record  of  working  with  Members  in  a 
bipartisan  way:  the  gentleman  from  Maryland,  in  health  care  and 
pension  areas,  the  gentleman  from  Tennessee,  the  gentleman  from 
Louisiana,  and  a  number  of  others. 

To  the  degree  the  work  product  is  approached  in  an  atmosphere 
of  accommodation  and  compromise,  the  Chair  has  no  problem.  To 
the  degree  "bipartisan"  is  defined  as  making  non-negotiable  de- 
mands, and  failure  to  succumb  to  those  non-negotiable  demands, 
the  Chair  doesn't  believe  that  is  bipartisan.  So  the  Chair  will  re- 
spond in  the  way  in  which  the  Members  wish  to  enter  into  a  work- 
ing relationship. 

Does  the  gentleman  from  Texas,  Mr.  Doggett,  wish  to  inquire? 

Mr.  Doggett.  Thank  you,  Mr.  Chairman. 

Secretary  Thompson,  you  have  indicated  that  you  are  opposed  to 
greater  use  of  government  to  

Mr.  Thompson.  I  am  sorry,  I  didn't  hear  that. 

Mr.  Doggett.  You  have  indicated  that  you  are  opposed,  as  I  un- 
derstand it  in  response  to  two  queries  today,  to  greater  use  of  gov- 
ernment bargaining  power  to  lower  prices  for  Medicare  recipients, 
because  you  say  it  will  distort  the  market.  Is  that  correct? 

Mr.  Thompson.  No,  that  is  not  what  I  said. 

Mr.  Doggett.  All  right,  then  what  

Mr.  Thompson.  I  said  that  if  Congress  approved  

Mr.  Doggett.  You  would  implement  it.  But  you  think  that  it  is 
not  

Mr.  Thompson.  But  I  cautioned  you  

Mr.  Doggett.  Yes. 

Mr.  Thompson.  About  the  possibility  of  distorting  the  market 
when  you  are  such  a  huge  purchaser  of  50  percent  of  the  drugs. 

Mr.  Doggett.  And  so  that  is  why  I  said  you  are  opposed  to  the 
idea,  because  you  think  it  will  distort  the  market. 

Mr.  Thompson.  No,  I  cautioned  you  about  that  particular  prob- 
lem. I  said  I  think  a  far  superior  one  is  competitive  bidding,  which 
I  think  would  accomplish  your  objective,  as  well  as  not  distort  the 
market. 
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Mr.  DOGGETT.  I  guess  some  of  the  people  that  are  faced  with 
these  soaring  drug  prices  down  in  my  neck  of  the  woods  think  the 
market  is  already  pretty  distorted  for  them. 

You  have  also  cited  this  model  waiver  agreement,  which  I  hope 
you  are  going  to  leave  with  us  today.  The  model  waiver  agreement 
does  not  add  any  new  money  to  the  States;  does  it? 

Mr.  Thompson.  No,  it  does  not. 

Mr.  DOGGETT.  So  if  you  have  a  State  that  cannot  provide  an  ade- 
quate level  of  prescription  drugs  through  its  Medicaid  program  at 
present  to  those  people  that  are  serving  it,  the  waiver  is  really 
worthless.  If  they  can't  cover  the  people  they  are  covering  now,  it 
doesn't  give  them  the  resources  to  cover  any  additional  people  on 
their  prescription  drugs. 

Mr.  Thompson.  That  is  not  true. 

Mr.  DoGGETT.  Why  not? 

Mr.  Thompson.  Because  it  allows  for  the  States,  under  the  waiv- 
er, as  long  as  they  are  budget-neutral,  to  use  their  Federal  match 
to  be  able  to  set  up  this  prescription  drug  coverage,  which  is  a  tre- 
mendous help  to  States. 

Mr.  DoGGETT.  Well,  if  they  are  using  all  of  their  Federal  match, 
if  a  State  is  theoretically  using  all  of  its  Federal  match  at  present, 
and  not  able  to  meet  the  needs  that  it  is  currently  covering,  then 
getting  a  waiver  to  do  more  is  not  going  to  assure  anyone  any  addi- 
tional prescription  drugs,  is  it? 

Mr.  Thompson.  Well,  the  truth  of  the  matter  is  that  States  can 
use  their  Federal  match  in  different  ways,  and  become  very  innova- 
tive, and  can  allow  this  to  be  able  to  be  used  for  prescription  drug 
coverage.  And  that  is  why  so  many  States  are  applying  for  it,  look- 
ing at  it,  and  seeing  whether  or  not  they  could  use  it  in  their  par- 
ticular States.  And  I  will  be  more  than  happy  to  leave  a  copy  

Mr.  DoGGETT.  I  appreciate  it. 

Mr.  Thompson.  With  any  Member  of  the  Committee. 

Mr.  DoGGETT.  I  would  like  to  get  a  copy.  This  model  waiver 
agreement  does  not  contemplate  States  negotiating  with  pharma- 
ceutical manufacturers  in  any  way  similar  to  what  Maine  has 
done? 

Mr.  Thompson.  It  certainly  allows  them  to  do  that. 

Mr.  DoGGETT.  It  doesn't  prevent  them,  but  it  doesn't  authorize 
them  to  do  that  in  any  way,  or  encourage  them  to  do  it,  does  it? 

Mr.  Thompson.  Well,  there  are  certain  States  that  are  doing  that 
right  now.  Congressman. 

Mr.  DoGGETT.  Right.  And  with  reference  to  the  States  

Mr.  Thompson.  And  there  is  nothing  to  prevent  them.  And 
States  should  be  doing  that. 

Mr.  DoGGETT.  Oh,  I  am  glad  to  hear  you  say  that,  because  I 
wanted  to  get  a  clarification  on  that.  You  are  certainly  correct  that 
the  Maine  program  is  in  litigation.  The  pharmaceutical  manufac- 
turers have  done  everything  they  could  to  prevent  it  from  being  im- 
plemented, and  I  am  sure  they  will  continue  to  do  so  until  it 
reaches  its  final  appeal.  Does  the  Administration  support  programs 
like  that  that  Maine  has  initiated? 

Mr.  Thompson.  That  is  why  we  set  up  the  model  waiver,  that  is 
why  I  instructed  that  it  be  adopted  and  implemented,  because  it 
gives  States  some  guidance.  We  think  it  meets  the  guidelines  and 
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will  not  end  up  in  litigation.  We  think  it  is  something  that  States 
can  do.  And  we  think  it  is  probably  superior  to  Maine,  in  regards 
to  the  fact  that  it  will  not  cause  litigation. 

Mr.  DOGGETT.  But  you  are  supportive  of  the  kind  of  effort  that 
Maine  has  made? 

Mr.  Tho^ipsOX.  Absolutely.  That  is  why  I  put  forth  the  model 
waiver.  Congressman. 

Mr.  DOGGETT.  With  reference  to  the  legislation  that  is  con- 
templated that  you  are  here  today  on,  as  well  as  the  welfare  reau- 
thorization legislation  that  you  made  a  quick  appearance  here  on 
in  the  Subcommittee  last  week,  does  the  Administration  support 
imposing  any  unfunded  mxandates  on  the  States? 

Mr.  Thompson.  Say  that  again? 

Mr.  DoGGETT.  With  reference  to  either — the  legislation  you  are 
here  on  today,  or  the  welfare  reauthorization — does  the  Adminis- 
tration support  imposing  any  new,  unfunded  mandates  on  the 
States? 

Mr.  Thompson.  W^ell,  Congressman,  I  have  testified  on  both  the 
welfare  reform  proposal  many  times  in  many  different  Committees 
of  this  Congress,  as  well  as  on  Medicare. 

Mr.  DoGGETT.  Right. 

Mr.  Thompson.  And  we  believe  very  strongly  that  this  is  a  part- 
nership between  the  Federal  and  State  Governments,  on  welfare 
reform,  as  well  as  on  Medicare. 

Mr.  DOGGETT.  Yes,  sir.  I  understand  that.  So  are  you  opposed? 

Mr.  Thompson.  I  mean  as  far  as  welfare.  Medicare  is  a  Federal 
program. 

Mr.  DOGGETT.  On  both  of  these,  you  are  opposed  to  any  new  un- 
funded mandates  on  the  State,  are  you  not? 

Mr.  Thompson.  It  depends  upon  how  you  describe  them.  Con- 
gressman, because  in  certain  things  

Mr.  DoGGETT.  Well,  we  have  got  a  law  on  it. 

Mr.  Tho:mpson.  We  set  guidelines,  we  set  certain  goals  which 
States  have  to  meet  as  far  as  welfare  reform_.  We  think  that's  good 
public  policy.  I  negotiated,  when  I  was  Governor  and  Chairman  of 
the  National  Governors  Organization  in  1995  and  1996,  the  first 
welfare  bill  with  Congress.  And  I  said  at  that  time,  'Tou  set  the 
goals  high;  just  give  us  the  flexibility  under  those  goals  to  meet 
those  obligations."  And  we  did  it,  across  America.  Governors  did  it, 
Republicans  and  Democrats. 

We  feel  the  same  thing,  and  the  next  welfare  reform  proposal 
will  accomplish  the  same  thing,  by  setting  the  goals  high,  but  giv- 
ing States  the  flexibility  underneath  there  to  do  so.  Now,  if  you 
want  to  say  that  those  goals  are  unfunded  mandates,  then  I  will 
have  a  difference  of  terminolog}^  with  you.  But  overall,  we  have 
given  States  extreme  flexibility  as  far  as  welfare  reform  is  con- 
cerned. 

Mr.  DOGGETT.  Thank  you. 

Chairman  Tho^l\s.  The  gentleman's  time  has  expired.  Does  the 
gentleman  from  Wisconsin  wish  to  inquire? 
Mr.  Ryan.  I  do. 

Governor,  it  is  nice  to  see  you  again. 

Mr.  Thompson.  Thank  you.  Congressman. 
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Mr.  Ryan.  Great  to  have  you  back.  When  we  talk  about  improv- 
ing and  strengthening  Medicare,  which  has  been  often  questioned 
here,  what  we  mean  is  right  now  Medicare  isn't  adequate  to  give 
seniors  comprehensive  benefits  along  the  lines  of  the  year  2000 
medicine.  And  the  hope  is  that  10  years  from  now  we  are  not 
scratching  our  heads,  thinking,  "Gosh,  all  the  seniors  get  is  year 
2002  medicine,  and  we  need  to  get  them  the  year  2012  medicine." 
So  we  have  to  make  sure  that  the  law  is  modernized  and  that  it 
is  allowed  to  evolve  with  the  changes  in  health  care. 

And  when  we  talk  about  strengthening  Medicare,  that  means 
making  it  solvent  for  the  Baby  Boomer  generation,  so  the  promise 
of  benefits  can  be  met  when  this  next  new  wave  of  retirees  occurs. 

So  in  that  vein,  I,  too,  represent  southeastern  Wisconsin,  which 
you  know  very  well.  And  it  has  been  said  that,  "Fee-for-service  is 
working  fine.  Why  add  an  alternative?  Why  give  seniors  other  pri- 
vate-sector alternatives?"  In  my  experience,  when  we  did  have 
workable  Medicare-i-Choice,  people  loved  it.  In  1997  and  1998, 
when  we  had  Primecare  Gold  and  all  of  those  other  ones,  it  worked 
very  well.  People  enjoyed  it.  They  flooded  to  it. 

The  problem  that  we  experience — and  you  know  this  all  too 
well — is  the  adjusted  average  per  capita  cost,  AAPCC,  reimburse- 
ment rate  structure  for  Medicare+Choice  was  an  abysmal  failure. 
It  didn't  work  well.  And  the  last  Administration  did  not  do  a  good 
job  of  implementing  Medicare+Choice. 

And  in  the  new  version  of  this,  or  in  reforming  this  program,  is 
it  your  intention  to  switch  from  that  kind  of  reimbursement  system 
to  a  bid  structure  reimbursement  system  like  what  we  have  with 
the  premium  support  Federal  employee  health  benefit  plan? 

Mr.  Thompson.  That  is  what  we  want  to  do,  because  we  think, 
Congressman,  that  it  gives  seniors  the  opportunity  to  pick  the  best 
program.  And  you  are  absolutely  correct.  When  Medicare+Choice  is 
in  a  particular  area,  seniors  flock  to  it. 

Mr.  Ryan.  Yes. 

Mr.  Thompson.  But  the  reimbursement  formula  has  got  to  be 
there  so  that  the  companies  can  make  a  profit,  in  order  to  stay  in 
there  and  offer  the  services.  We  think,  with  competition  with  the 
Federal  health  employers  system,  that  there  are  going  to  be  many 
plans  out  there  that  seniors  are  going  to  be  able  to  pick  and  choose. 
Some  will  want  to  stay  with  the  current  fee-for-service,  and  rightly 
so.  And  they  should  have  that  right.  But  others  will  want  to  be 
able  to  pick  and  choose,  like  you  do,  like  every  one  of  us  around 
this  table  does.  Seniors  should  have  the  same  opportunity. 

Mr.  Ryan.  I  think  that  is  right.  Seniors  who  have  employer-spon- 
sored Medigap  plans  are  pretty  satisfied,  because  their  employers, 
by  virtue  of  their  past  employment,  provide  that.  But  most  seniors 
in  our  area  don't  have  Plus  Choice,  don't  have  employer-sponsored 
Medigap,  and  are  stuck  with  the  bill.  So  when  we  hear  these  com- 
parisons between  fee-for-service  and  Plus  Choice,  when  it  works 
what  you  see  left  out  in  this  debate  is  that  Plus  Choice  gives  you 
comprehensive  benefits.  You  don't  have  to  go  out  and  buy  a  supple- 
mental when  you  have  a  comprehensive  Plus  Choice  plan.  That  is 
the  benefit  of  moving  to  a  choice-based  system,  which  I  think  is  lost 
here. 
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One  other  thing  that  I  think  is  being  lost  in  this  debate,  that  will 
be  really  helpful  from  your  Administration,  is  the  demonstration  of 
the  cost  saving  that  occurs  when  competition  occurs.  The  CMS  and 
CBO  have  historically  and  repeatedly  scored  savings  in  the  Medi- 
care system  when  premium  support  is  put  into  place.  When  com- 
petition and  choice  occur,  quality  goes  up,  costs  go  down,  people  are 
happier.  And  what  ends  up  happening  is,  over  the  long  run,  the 
system  saves  money  

Mr.  Thompson.  Radical  ideas.  Radical  ideas. 

Mr.  Ryan.  These  are  radical  ideas? 

Mr.  Thompson.  Costs  go  down,  quality  goes  up. 

Mr.  Ryan.  And  that  is  how  we  get  to  the  issue  of  not  just  improv- 
ing Medicare  by  giving  people  a  comprehensive  list  of  benefits  so 
they  don't  have  to  go  purchase  these  large  supplemental,  but  we 
get  to  that  issue  of  saving  money  in  the  long  run  in  the  system  so 
that  we  can  restore  solvency  to  the  system  so  that  that  promise  of 
benefits,  of  evolved  modern  benefits,  can  be  there  for  the  next  gen- 
eration. And  I  think  it  would  be  helpful  to  have  CMS  share  with 
us  how  those  cost  savings  are  achieved. 

One  last  quick  question.  The  waiver:  Did  Wisconsin  apply  for  the 
waiver  or  not,  under  your  new  waiver? 

Mr.  Thompson.  Wisconsin  has  applied. 

Mr.  Ryan.  OK.  Thanks. 

Mr.  Thompson.  And  first,  let  me  just  congratulate  you  and  thank 
you  for  doing  such  a  great  job  for  Wisconsin,  Congressman  Ryan. 
Mr.  Ryan.  Thanks,  Governor. 

Chairman  Thomas.  Mr.  Secretary,  I  want  to  thank  you  very- 
much.  I  know  you  have  been  overly  generous,  and  you  have  had  a 
helicopter  waiting  for  you.  But  the  Members  are  interested,  and  do 
want  to  inquire.  And  we  appreciate  your  willingness  to  provide  the 
time  for  full  inquiry.  It  is  difficult  to  do.  We  will  try  not  to  over- 
burden you. 

But  we  want  to  thank  you  very  much  for  your  presence,  for  your 
testimony,  but  most  importantly,  for  your  leadership,  as  we  move 
forward  in  ti:ying  to  make  changes  in  this  most  sensitive  but  im- 
portant area. 

Mr.  Thompson.  Thank  you,  Congressman  Thomas.  And  let  me 
congratulate  you  on  your  leadership  of  this  Committee.  And  hope- 
fully, we  can  come  up  with  a  proposal  that  is  going  to  pass  both 
Houses  and  be  signed  into  law.  It  is  badly  needed,  as  you  know. 
And  I  thank  you  for  your  leadership  in  this  area. 

Chairman  Thom.\s.  Thank  you.  That  is  our  goal,  and  I  hope  we 
succeed. 

Mr.  Thompson.  Thank  you. 

Chairman  Thomas.  And  to  the  other  witnesses,  we  do  want  to 
thank  you  for  your  patience.  It  is  kind  of  like  that  little  sign  in  the 
store  which  says,  "If  you  are  waiting,  understand  that  when  it  is 
your  turn  we  will  provide  you  with  the  same  opportunities." 

It  is  now  my  pleasure  to  welcome  once  again  to  the  Committee 
only  the  seventh  Comptroller  General  of  the  United  States.  Mr. 
David  Walker  assumed  the  position  in  1998.  And  it  is  one  of  those 
jobs  that  are  absolutely  critical  because  the  General  Accounting  Of- 
fice, for  m.ore  than  three-quarters  of  a  century,  has  provided  the 
kind  of  accountability,  based  upon  requests  and  their  own  initi- 
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ation,  that  allows  us  to  do  the  kinds  of  things  to  make  sure  that 
the  taxpayers  are  getting  a  return  on  their  investment.  It  isn't  al- 
ways pleasant,  but  it  is  always  necessary. 

And  so,  thank  you  once  again  for  appearing  before  us.  Your  writ- 
ten testimony  will  be  made  a  part  of  the  record,  and  you  can  ad- 
dress us  in  any  way  you  see  fit. 

STATEMENT  OF  THE  HON,  DAVID  M.  WALKER,  COMPTROLLER 
GENERAL  OF  THE  UNITED  STATES,  U.S.  GENERAL  ACCOUNT- 
ING OFFICE 

Mr.  Walker.  Thank  you,  Mr.  Chairman,  Members  of  the  Com- 
mittee. Thank  you  for  entering  my  statement  into  the  record,  and 
I  will  move  now  to  summarize  it. 

I  am  pleased  to  be  here  today  to  discuss  options  for  increasing 
Medicare  beneficiaries'  access  to  prescription  drugs.  There  are 
growing  concerns  about  gaps  in  the  Medicare  Program,  most  nota- 
bly the  lack  of  outpatient  prescription  drug  coverage,  which  may 
leave  Medicare's  most  vulnerable  beneficiaries  with  high  out-of- 
pocket  costs. 

At  the  same  time,  however,  the  short-term  and  long-term  cost 
pressures  facing  the  existing  Medicare  Program  are  considerable. 
Many  of  these  same  pressures  are  being  experienced  by  other  gov- 
ernment and  private  sector  employers.  For  example,  earlier  this 
week,  CalPERS,  the  second  largest  purchaser  in  the  Nation  of 
health  insurance  behind  the  Federal  Government,  announced  a 
record  25-percent  increase  in  health  insurance  premiums  for  the 
year.  This  increase  was  fueled  in  large  part  by  increased  costs  asso- 
ciated with  prescription  drugs. 

As  I  have  noted  previously,  substantive  financing  and  pro- 
grammatic reforms  are  necessary  in  order  to  put  Medicare  on  a 
sustainable  fiscal  footing  for  the  future.  In  fact,  Madam  Chair,  it 
was  10  years  ago  this  year,  when  I  was  a  trustee  of  Medicare,  and 
along  with  Stan  Ross,  who  was  the  other  public  trustee  at  the  time, 
that  we  said  publicly  for  the  first  time  that  the  current  Medicare 
program  is  unsustainable  in  its  present  form,  and  that  has  been  re- 
peated by  every  set  of  trustees  since  that  point  in  time. 

Thus,  any  proposals  to  help  seniors  with  the  cost  of  prescription 
drugs  should  be  carefully  crafted  to  avoid  further  erosion  of  the 
current  projected  financial  condition,  which  is  already  precarious 
for  Medicare  and  it  is  already  unsustainable  in  its  present  form. 
We  are  going  to  have  a  very  difficult  time  delivering  on  promises 
that  have  already  been  made. 

We  must  also  be  mindful  that  fiscal  pressures  created  by  the  re- 
tirement of  the  Baby  Boom  generation  and  rising  health  care  costs 
are  just  over  the  horizon.  As  the  first  chart  shows.  Madam  Chair, 
our  Nation's  fiscal  flexibility  has  already  decreased  as  spending  for 
Social  Security,  Medicare,  and  Medicaid  have  absorbed  an  increas- 
ingly large  share  of  the  Federal  budget.  Reductions  in  defense 
spending  have  helped  accommodate  the  growth  in  these  entitle- 
ment programs.  However,  reductions  in  defense  spending  can  no 
longer  be  used  as  a  means  to  help  fund  other  claims  on  the  budget. 
Indeed,  spending  on  defense  and  homeland  security  will  grov/  as  we 
seek  to  combat  threats  to  our  Nation. 
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As  you  can  see,  between  1982  and  2002,  the  percentage  of  the 
Federal  budget  spent  on  Medicare  and  Medicaid  doubled  and  those 
percentages  are  only  going  to  go  one  way  under  our  current  system, 
even  without  prescription  drug  costs,  and  that  is  up. 

In  recent  years.  Medicare's  trustees  have  reinforced  what  Stan 
Ross  and  I  said  10  years  ago,  that  the  Medicare  Program  is  already 
unsustainable  in  its  present  form.  The  GAO's  long-term  budget 
simulations,  which  were  referred  to  previously,  show  that  the  aging 
of  the  Baby  Boom  generation  and  rising  per  capita  health  care 
spending  will,  absent  meaningful  reform,  lead  to  massive  fiscal 
challenges  in  future  years. 

Assuming,  for  example,  that  last  year's  tax  reductions  were  made 
permanent  and  discretionary  spending  keeps  pace  with  the  econ- 
omy, by  mid-century,  spending  for  the  current  Medicare  Program 
without  an  addition  of  a  drug  benefit  is  projected  to  account  for 
more  than  one-quarter  of  all  Federal  spending.  In  addition,  absent 
fundamental  reform  of  entitlement  programs,  the  Nation  is  likely 
to  face  an  unprecedented  degree  of  tough  fiscal  choices  in  the  years 
ahead,  and  this  is  the  chart.  Madam  Chair,  that  was  shown  pre- 
viously. 

The  huge  budgetary  pressures  that  we  are  sure  to  face  in  the 
coming  years  require  that  we  set  priorities  so  that  benefit  expan- 
sions are  in  line  with  available  resources.  In  this  regard,  the  appli- 
cation of  basic  insurance  principles  to  any  proposed  benefit  could 
help  moderate  the  cost  for  both  beneficiaries  as  well  as  taxpayers. 
Under  these  principles,  beneficiaries  receive  protections  against  the 
risk  of  catastrophic  medical  expenses  while  remaining  conscious  of 
the  cost  of  care.  At  the  same  time,  it  is  important  that  the  benefit 
expansion  proposals  include  targeting  mechanisms  to  assure  that 
Federal  support  is  directed  at  the  beneficiaries  with  the  greatest  fi- 
nancial need. 

Nevertheless,  as  I  have  said  previously,  no  matter  how  well  de- 
signed the  new  benefit  may  be,  adding  benefits  without  fundamen- 
tally reforming  the  existing  program  may  merely  hasten  the  ex- 
haustion of  Medicare's  HI  Trust  Fund,  hospital  insurance  trust 
fund  and  the  further  draining  of  Federal  revenues  associated  with 
the  supplemental  medical  insurance  (SMI)  program.  As  a  result, 
any  benefit  expansion  will  also  serve  to  make  our  long-range  fiscal 
challenge  even  greater.  Ideally,  Medicare  reforms  should  be  de- 
signed to  improve  our  long-range  fiscal  situation.  At  a  minimum, 
it  should  be  designed  to  not  make  our  long-range  fiscal  situation 
worse. 

Madam  Chair,  I  will  be  more  than  happy  to  answer  any  ques- 
tions that  you  or  other  Members  of  the  Ways  and  Means  Com- 
mittee may  have.  Thank  you. 

[The  prepared  statement  of  Mr.  Walker  follows:] 

Statement  of  the  Hon.  David  M.  Walker,  Comptroller  General  of  the  United 
States,  U.S.  General  Accounting  Office 

Mr.  Chairman  and  Members  of  the  Committee: 

I  am  pleased  to  be  here  today  as  you  discuss  options  for  increasing  Medicare  bene- 
ficiaries' access  to  prescription  drugs.  There  are  gi'owing  concerns  about  gaps  in  the 
Medicare  program,  most  notably  the  lack  of  outpatient  prescription  drug  coverage, 
which  may  leave  Medicare's  most  vulnerable  beneficiaries  's\T.th  high  out-of-pocket 
costs.  Recent  estimates  suggest  that,  at  any  point  in  time,  over  a  third  of  Medicare 
beneficiaries  lack  prescription  drug  coverage.  The  rest  have  at  least  some  drag  cov- 
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erage  through  various  sources — most  commonly  employer-sponsored  health  plans — 
although  recent  evidence  indicates  that  this  coverage  is  beginning  to  erode. 

At  the  same  time,  however,  the  short-term  and  long-term  cost  pressures  facing 
the  existing  Medicare  program  are  considerable.  After  a  brief  slowdown  in  the  late 
1990s,  Medicare  spending  growth  has  recently  accelerated.  In  the  last  fiscal  year, 
growth  in  program  spending  reached  nearly  9  percent,  with  spending  on  certain 
services  increasing  much  more  rapidly.  For  example,  spending  for  home  health  grew 
about  30  percent  and  spending  for  skilled  nursing  facility  care  grew  slightly  over 
20  percent. 

As  I  have  noted  previously,  substantive  financing  and  programmatic  reforms  are 
necessary  to  put  Medicare  on  a  sustainable  footing  for  the  future.  These  funda- 
mental reforms  are  vital  to  reducing  the  program's  growth,  which  threatens  to  ab- 
sorb ever-increasing  shares  of  the  nation's  budgetary  and  economic  resources.  Thus, 
any  proposals  to  help  seniors  with  the  costs  of  prescription  drugs  would  need  to  be 
carefully  crafted  to  avoid  further  erosion  of  the  projected  financial  condition  of  the 
Medicare  program,  which  is  already  unsustainable  in  its  present  form. 

We  must  also  remain  mindful  that  the  fiscal  pressures  created  by  the  retirement 
of  the  baby  boom  generation  and  rising  health  care  costs  are  just  over  the  horizon. 
Between  now  and  2035,  the  number  of  people  who  are  65  and  older  will  double.  Fed- 
eral health  and  retirement  spending  are  expected  to  surge  as  people  live  longer  and 
spend  more  time  in  retirement.  In  addition,  advances  in  medical  technology  are  like- 
ly to  keep  pushing  up  the  cost  of  providing  health  care.  Moreover,  the  baby  boomers 
will  have  left  behind  fewer  workers  to  support  them  in  retirement.  Absent  sub- 
stantive reform  of  the  entitlement  programs,  a  rapid  escalation  of  federal  spending 
for  Social  Security,  Medicare,  and  Medicaid  beginning  less  than  10  years  fi:'om  now 
is  virtually  certain  to  overwhelm  the  rest  of  the  federal  budget. 

As  figure  1  shows,  fiscal  flexibility  has  already  decreased  as  spending  for  Social 
Security,  Medicare,  and  Medicaid  have  absorbed  an  increasingly  large  share  of  the 
federal  budget.  Reductions  in  defense  spending  have  helped  accommodate  the 
growth  in  these  entitlement  programs.  However,  reductions  in  defense  spending  can 
no  longer  be  used  as  a  means  to  help  fund  other  claims  on  the  budget;  indeed, 
spending  on  defense  and  homeland  security  will  grow  as  we  seek  to  combat  threats 
to  our  nation. 

FIGURE  1:  COMPOSITION  OF  FEDERAL  SPENDING  BY  BUDGET 

FUNCTION. 


Composition  of  Federal  Spending  by  Budget  Function 


1^    -  m 


Note:  2002  data  based  on  0MB  current  services  estimate. 
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Today  my  remarks  will  focus  on  (1)  the  access  and  affordability  issues  that  under- 
lie the  interest  in  a  Medicare  prescription  drug  benefit,  (2)  the  financial  challenges 
Medicare  faces  to  meet  its  current  obligations,  and  (3)  key  considerations  in  light 
of  the  tension  between  benefit  expansions  and  budgetary  pressures. 

In  summary,  intentions  to  add  prescription  drug  coverage  to  Medicare's  benefits 
come  during  a  period  of  rapid  growth  in  national  spending  for  pharmaceuticals.  Be- 
tween 1995  and  2000,  spending  for  prescription  drugs  rose  more  than  2  Vz  times 
faster  than  spending  for  health  care  overall,  and  this  dramatic  growth  is  expected 
to  continue  in  the  coming  years.  In  the  absence  of  a  drug  benefit  in  the  Medicare 
program,  many  beneficiaries  obtain  coverage  from  other  sources,  including  health 
plans,  public  programs,  and  the  Medigap  insurance  market.  But  the  price,  avail- 
ability, and  level  of  such  coverage  vary  widely,  leaving  substantial  gaps  and  expo- 
sure to  high  out-of-pocket  costs  for  hundreds  of  thousands  of  beneficiaries. 

Despite  the  various  pressures  to  adopt  a  prescription  drug  benefit,  the  rapidly  es- 
calating cost  of  meeting  current  obligations  for  present  and  future  beneficiaries  ar- 
gues for  careful  deliberation  and  extreme  caution  in  crafting  any  benefit  expansion. 
Medicare's  trustees  have  indicated  in  recent  years  that  the  Medicare  program  is  al- 
ready unsustainable  in  its  present  form.  GAO's  long-term  budget  simulations  show 
that  the  aging  of  the  baby  boom  generation  and  rising  per  capita  health  care  spend- 
ing will,  absent  meaningful  reform,  lead  to  massive  fiscal  challenges  in  future  years. 
Assuming,  for  example,  that  last  year's  tax  reductions  are  made  permanent  and  dis- 
cretionary spending  keeps  pace  with  the  economy,  by  mid-century,  spending  for  the 
current  Medicare  program — without  the  addition  of  a  drug  benefit — is  projected  to 
account  for  more  than  one-quarter  of  all  federal  revenues.  In  fact,  federal  revenues 
may  only  be  adequate  to  pay  Social  Security  and  interest  on  the  federal  debt.  As 
a  result,  massive  spending,  tax  increases,  or  some  combination  of  the  two  would  be 
necessary  to  obtain  balance.  (See  fig.  2.) 

FIGURE  2:  COMPOSITION  OF  SPENDING  AS  A  SHARE  OF  GROSS  DO- 
MESTIC PRODUCT  (GDP)  ASSUMING  DISCRETIONARY  SPENDING 
GROWS  WITH  GDP  AND  THE  TAX  CUTS  DO  NOT  SUNSET. 




Composition  of  Spending  as  a  Share  of  GDP  Assummg 
Discretioriaty  Spending  Grows  with  GDP  and  the 
Tax-  Cyts  Do  Not  Sunset  _ 
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The  huge  budgetary  pressures  that  we  are  sure  to  face  m  the  coming  years  re- 
quire that  we  set  priorities  so  that  any  benefit  expansions  are  in  hne  with  available 
resources.  In  this  regard,  the  appHcation  of  basic  health  insurance  principles  to  any 
proposed  benefit  could  help  moderate  the  cost  for  both  beneficiaries  and  taxpayers. 
Under  these  principles,  beneficiaries  receive  protections  against  the  nsk  ot  cata- 
strophic medical  expenses  while  remaining  conscious  of  the  cost  of  care.  At  the  same 
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time,  it  is  important  that  benefit  expansion  proposals  include  targeting  mechanisms 
to  ensure  that  federal  support  is  directed  at  the  beneficiaries  with  the  greatest  fi- 
nancial risk.  Nevertheless,  as  I  have  stated  previously,  no  matter  how  well  designed 
a  new  benefit  may  be,  adding  benefits  without  ftindamentally  reforming  the  existing 
program  will  merely  hasten  the  exhaustion  of  Medicare's  Hospital  Insurance  (HI) 
trust  fund  and  the  draining  of  general  revenues.  Any  benefit  expansion  will  also 
serve  to  make  our  long-range  fiscal  challenge  even  greater.  Ideally,  Medicare  re- 
forms should  be  designed  to  improve  our  long-range  fiscal  situation.  At  a  minimum, 
they  should  be  designed  so  as  not  to  make  our  long-range  fiscal  challenge  worse. 

Rising  Drug  Spending  Elevates  Beneficiary  Access  Concerns 

Extensive  research  and  development  have  led  to  new  and  improved  prescription 
drug  therapies  that,  in  some  instances,  have  replaced  other  health  care  interven- 
tions. For  example,  new  medications  for  the  treatment  of  ulcers  have  virtually  elimi- 
nated the  need  for  some  surgical  treatments.  As  a  result  of  these  innovations,  the 
importance  of  prescription  drugs  as  part  of  health  care  has  grown.  However,  not  all 
new  drug  therapies  serve  to  reduce  the  need  for  more  invasive  and  expensive  med- 
ical procedures.  Some  new  drug  therapies  are  substitutes  for  already  existing,  less 
expensive,  ones  and  may  not  appreciably  improve  efficacy  or  reduce  side  effects. 
Others  may  be  used  more  for  making  lifestyle  enhancements  than  for  extending  life 
or  treating  a  serious  medical  condition.  Spending  on  the  new  drug  therapies,  along 
with  the  mass  media  advertising  of  prescription  drugs,  serves  to  significantly  in- 
crease total  drug  spending  as  a  component  of  health  care  costs. 

The  Medicare  benefit  package,  largely  designed  in  1965,  provides  virtually  no  out- 
patient drug  coverage.  Beneficiaries  may  fill  this  coverage  gap  in  various  ways.  All 
beneficiaries  have  access  to  individually  purchased  supplemental  poUcies — 
Medigap — when  they  first  become  eligible  for  Medicare  at  age  65.  Those  policies 
that  include  drug  coverage  tend  to  be  expensive  and  provide  only  limited  benefits. 
Some  beneficiaries  have  access  to  coverage  through  employer-sponsored  policies  or 
Medicare  health  maintenance  organizations  (HMO).  In  recent  years,  coverage 
through  these  sources  has  become  more  expensive  and  less  widely  available.  Bene- 
ficiaries whose  income  falls  below  certain  thresholds  may  qualify  for  Medicaid  or 
other  public  programs. 

Prescription  Drug  Costs  Continue  to  Rise  Rapidly 

In  recent  years,  prescription  drug  expenditures  have  grown  substantially,  both  in 
total  and  as  a  share  of  all  heath  care  outlays.  Prescription  drug  spending  grew  an 
average  of  almost  15  percent  per  year  from  1995  to  2000,  well  more  than  double 
the  5.6  percent  average  growth  rate  for  health  care  expenditures  overall.  (See  table 
1.)  As  a  result,  prescription  drugs  account  for  a  growing  share  of  health  care  spend- 
ing rising  from  6.1  percent  in  1995  to  9.4  percent  in  2000.  By  2011,  prescription 
drug  expenditures  are  expected  to  account  for  almost  15  percent  of  total  health  ex- 
penditures. 


Table  1:  National  Expenditures  for  Prescription  Drugs  and  Health  Care,  1995-2000. 


Year 

Prescription  drug 
expenditures 
(in  billions) 

Annual  growth  in 
prescription  drug  ex- 
penditures from  pre- 
vious year  (percent) 

Annual  growth  in 
health  care  expendi- 
tures from  previous 
year  (percent) 

2000   

$121.8 

17.3 

6.9 

1999   

103.9 

19.2 

5.7 

1998   

87.2 

15.1 

5.4 

1997   

75.7 

12.8 

4.9 

1996   

67.2 

10.5 

5.0 

1995   

60.8 

11.2 

5.7 

Average  annual  growth  between 

1995  and  2000   

14.9 

5.6 

SoTirce:  Centers  for  Medicare  and  Medic£iid  Services,  Office  of  the  Actuary. 


Total  drug  expenditures  have  been  driven  up  by  several  factors.  Drug  coverage 
by  private  insurance  has  likely  contributed  to  the  rise  in  spending,  because  insured 
consumers  are  partially  insulated  from  the  costs.  In  the  years  from  1993  to  2000, 
the  share  of  prescription  drug  expenditures  paid  by  private  health  insurers  rose 
from  more  than  a  fourth  to  almost  a  half.  (See  fig.  3.)  The  development  of  new,  more 
expensive  drug  therapies — including  new  drugs  that  replace  old  drugs  and  new 
drugs  that  treat  disease  more  effectively — also  contributed  to  the  growth  in  drug 
spending  by  boosting  the  volume  of  drugs  used  as  well  as  the  average  price  for 
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drugs  used.  Similarly,  biotechnology  advances  and  a  growing  knowledge  of  the 
human  immune  system  are  significantly  shaping  the  discovery,  design,  and  produc- 
tion of  drugs.  Advertising  pitched  to  consumers  has  also  served  to  increase  the  de- 
mand for  prescription  drugs.  A  recent  study  found  that,  in  2000,  the  50  drugs  most 
heavily  advertised  directly  to  consumers  were  responsible  for  nearly  half  of  the 
roughly  $21-billion  increase  in  retail  spending  on  prescription  drugs  from  1999  to 
2000.1 

FIGURE  3:  SHARES  OF  NATIONAL  OUTPATIENT  DRUG  EXPENDITURES 
BY  PAYER  TYPE,  1993  AND  2000. 

AG  AO 

Shares  of  National  Outpatient  Drug  Expenditures  by 
Payer  Type,  1993  and  2000 


Source:  Centers  for  Medicare  and  Medicaid  Services  Office  of  tte  Actuary,  National  Hesiih  Siatisiics  Group. 


Note:  Out-of-pocket  expenditures  include  direct  spending  by  consumers  for  pre- 
scription drugs,  such  as  coinsurance,  deductibles,  and  any  amounts  not  covered  by 
insurance.  Out-of-pocket  premiums  paid  by  individuals  are  not  counted  here. 

Drug  Coverage  for  Medicare  Beneficiaries  Is  Becoming  More  Expensive 
and  Less  Available 

In  2001,  CBO  estimated  that  the  average  Medicare  beneficiary  would  use  $1,756 
worth  of  prescription  drugs.  This  is  a  substantial  amount  considering  that  some 
beneficiaries  lack  any  drug  coverage  and  others  with  coverage  may  have  less  than 
in  previous  years.  Moreover,  significant  numbers  of  beneficiaries  have  drug  expenses 
much  higher  than  those  of  the  average  beneficiary.  CBO  also  estimated  that  some 
10  percent  of  Medicare  beneficiaries  would  have  expenditures  of  $4,000  or  more.2 

According  to  a  recent  survey,  in  the  fall  of  1999,  nearly  two-thirds  of  Medicare 
beneficiaries  had  some  form  of  drug  coverage  from  a  supplemental  insurance  policy, 
health  plan,  or  public  program.  More  than  one-third  reported  that  they  lacked  drug 
coverage  altogether.^  (See  fig.  4.) 


1  The  National  Institute  for  Health  Care  Management  Research  and  Educational  Foundation, 
Prescription  Drugs  and  Mass  Media  Advertising,  2000  (Washington,  D.C.:  Nov.  2001). 

2  CBO  estimates  reported  in  Michael  E.  Gluck  and  Kristina  W.  Hanson,  Medicare  Chart  Book 
(Menlo  Park,  Calif.:  The  Henry  J.  Kaiser  Family  Foundation,  fall  2001). 

3  Mary  A.  Laschober  and  others,  "Trends  in  Medicare  Supplemental  Insurance  and  Prescrip- 
tion Drug  Coverage,  1996  to  1999,"  Health  Affairs,  www.healthaffairs.org  (Feb.  27,  2002). 
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FIGURE  4:  SOURCE  OF  DRUG  COVERAGE  FOR  MEDICARE 
BENEFICIARIES,  FALL  1999. 

AGAO 

Source  of  Drug  Coverage  for  Medicare  Beneficiaries, 
Fall  1999 
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Sotfi-ce:  Barents  Grmip  anafyms  of  1996  through  1999  MexHcare  Current  Benefiaary  Survey  Access  to  Care  Data. 

Employer-sponsored  health  plans  provide  drug  coverage  to  the  largest  segment  of 
the  Medicare  population  with  coverage.  However,  there  are  signs  that  this  coverage 
is  eroding.  Fewer  employers  are  offering  health  benefits  to  retirees  eligible  for  Medi- 
care, and  those  that  continue  to  offer  coverage  are  requiring  retirees  to  pay  a  larger 
share  of  costs.  The  proportion  of  large  employers  offering  health  coverage  to  retirees 
eligible  for  Medicare  declined  from  31  percent  in  1997  to  23  percent  in  2001.  At  the 
same  time,  the  proportion  of  large  employers  requiring  Medicare-eligible  retirees  to 
pay  the  full  cost  of  their  health  coverage  increased  from  27  percent  to  31  percent."* 

In  March  2001,  10  percent  of  Medicare  beneficiaries  obtained  prescription  drug 
coverage  through  a  Medicare  HMO,  down  from  about  15  percent  in  1999.  Medicare 
HMOs  have  found  drug  coverage  to  be  an  attractive  benefit  that  beneficiaries  con- 
sider when  choosing  to  enroll.  However,  owing  to  rising  drug  expenditures  and  their 
effect  on  plan  costs,  fewer  Medicare  HMOs  are  offering  a  drug  benefit.  In  2002,  50 
percent  of  Medicare  beneficiaries  have  access  to  a  Medicare  HMO  with  drug  cov- 
erage, down  from  65  percent  in  1999.  The  drug  benefits  the  plans  do  offer  have  be- 
come less  generous,  increasing  enroUees'  out-of-pocket  costs  and  limiting  their  total 
drug  coverage. 

About  7  percent  of  beneficiaries  purchase  Medigap  policies  that  provide  drug  cov- 
erage. These  policies  have  shortcomings:  they  tend  to  be  expensive,  involve  signifi- 
cant cost-sharing,  and  do  not  provide  protection  against  catastrophic  out-of-pocket 
expenses.  In  1999,  average  premiums  for  standard  Medigap  policies  that  included 
drug  coverage  ranged  from  about  $1,400  per  year  to  $1,700  per  year.^  Beneficiaries 
remained  responsible  for  a  $250  deductible  for  drugs  and  50-percent  coinsurance. 
The  drug  benefit  was  capped  at  an  annual  limit  of  $1,250  or  $3,000.  Furthermore, 
Medigap  premiums  have  been  increasing  in  recent  years.  One  recent  study  reported 
that,  from  1999  to  2000,  premiums  for  the  Medigap  plans  offering  prescription  drug 


William  M.  Mercer,  Incorporated,  Mercer/Foster  Higgins  National  Survey  of  Employer-Spon- 
sored Health  Plans,  1997  (New  York,  N.Y.:  1998)  and  Mercer/Foster  Higgins  National  Survey 
of  Employer-Sponsored  Health  Plans,  2001  (New  York,  N.Y.:  2002). 

^U.S.  General  Accounting  Office,  Medigap:  Current  Policies  Contain  Coverage  Gaps,  Under- 
mine Cost  Control  Incentives,  GAO— 02— -533T  (Washington,  DC:  Mar.  14,  2002). 
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coverage  rose  the  most — by  17  to  34  percent — compared  to  4  to  10  percent  increases 
for  Medigap  plans  without  prescription  drug  coverage.*^ 

All  Medicare  beneficiaries  who  qualify  for  full  Medicaid  benefits  receive  drug  cov- 
erage that  may  include  some  limits,  such  as  restrictions  on  the  number  of  prescrip- 
tions that  can  be  filled  per  month,  depending  on  the  state's  Medicaid  plan.  Individ- 
uals with  low  incomes  who  are  not  eligible  for  full  Medicaid  benefits  may  have  ac- 
cess to  some  drug  coverage  through  a  state  pharmacy  assistance  program.  As  of 
April  2002,  26  states  and  the  District  of  Columbia  had  such  a  program  in  operation. 

Access  barriers  to  prescription  drugs  may  be  particularly  acute  for  Medicare  bene- 
ficiaries who  lack  drug  coverage  and  have  substantial  health  care  needs.  In  1998, 
among  beneficiaries  in  poor  health,  those  without  drug  coverage  had  drug  expendi- 
tures that  were  $910  lower  than  those  with  drug  coverage  and  they  filled  14.5  fewer 
prescriptions.  The  difi"erence  in  expenditures  and  use  between  the  two  groups  sug- 
gests that  the  lack  of  drug  coverage  may  impose  barriers  to  health  care.~ 

Expanding  Benefits  Needs  to  Be  Considered  in  Light  of  Larger  Medicare 
Fiscal  Concerns 

The  current  Medicare  program,  without  improvements,  is  ill  suited  to  serve  future 
generations  of  seniors  and  ehgible  disabled  Americans.  Although  the  need  to  mod- 
ernize Medicare's  benefit  package  is  compelling,  the  program  is  already  fiscally 
unsustainable  in  its  present  foim,  and  the  disparity  between  program  expenditures 
and  program  revenues  is  expected  to  widen  dramatically  in  the  coming  years. 

As  Currently  Structured,  Medicare  Is  Fiscally  Unsustainable 

On  March  26,  2002,  the  trustees  of  the  Medicare  trust  funds  reported  on  the  cur- 
rent and  projected  financial  status  of  the  program  over  the  next  75  years.  The  re- 
port stated  that,  while  the  near-term  financial  condition  has  improved  slightly  since 
last  year's  report,  Medicare  continues  to  face  substantial  financial  challenges  in  the 
not-too-distant  future  that  need  to  be  addressed  soon. 

Medicare's  fiscal  health  is  often  gauged  by  the  projected  solvency  of  the  HI  trust 
fund,  which  pays  for  inpatient  hospital  stays,  skilled  nursing  care,  hospice,  and  cer- 
tain home  health  services  and  is  financed  by  pa>Toll  taxes.  The  gap  between  income 
and  costs  can  best  be  expressed  relative  to  taxable  payroll  (the  HI  trust  fund's  fund- 
ing base).  This  year,  under  the  trustees'  2002  intermediate  estimates,  the  75-year 
actuarial  deficit  is  projected  to  be  2.02  percent  of  taxable  payroll — an  increase  from 
last  year's  projected  deficit  of  1.97  percent.  This  means  that  to  bring  the  HI  trust 
fund  into  balance  over  the  75-year  period,  either  program  outlays  would  have  to  be 
immediately  reduced  by  38  percent  or  payroll  tax  income  immediately  increased  by 
almost  70  percent,  or  some  combination  of  the  two. 

The  trustees'  report  also  projected  that  the  trust  fund  for  Medicare's  HI  compo- 
nent would  remain  solvent  until  2030.  However,  the  projection  that  the  HI  trust 
fund  is  not  facing  imminent  insolvency  does  not  mean  that  we  can  or  should  wait 
until  2030  to  take  action.  Although  HI  revenues  currently  exceed  HI  outlays,  the 
March  2002  trustees'  report  projects  that  cash  deficits  will  reemerge  in  2016  and 
grow  larger  with  each  passing  year.  (See  fig.  5.)  Unlike  private  trust  funds  that  can 
set  aside  money  for  the  future  by  investing  in  financial  assets,  the  Medicare  HI 
trust  fund  is  essentially  an  accounting  device.  It  allows  the  government  to  track  the 
extent  to  which  earmarked  payroll  taxes  cover  Medicare's  HI  outlays.  While  the  U.S. 
Treasury  securities  in  the  HI  trust  fund  are  backed  by  the  full  faith  and  credit  of 
the  U.S.  government,  they  essentially  represent  an  unfunded  promise  to  pay,  which 
will  require  tough  fiscal  choices  in  future  years. 


6 Weiss  Ratings  Inc..  "Prescription  Drug  Costs  Boost  Medigap  Premiums  Dramatically," http: 
/u'\\-^v.\veissratings.comyNewsReleases/Ins_Medigap/20010326Medigap.htm  iPalm  Beach  Gar- 
dens. Fla.:  Mar.  26.  2001).  „      ^  .  . 

'John  A.  Poisal  and  Lauren  Murray.  "Gro^^ing  Differences  Between  Medicare  Benefiaanes 
With  and  Without  Drug  Coverage."  Health  Affairs  vol.  20.  no.  2  (March/April  2001). 
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FIGURE  5:  NET  CASH  FLOW  OF  THE  MEDICARE  HOSPITAL  INSURANCE 
TRUST  FUND,  2000-2040. 
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To  finance  its  cash  deficits,  the  HI  trust  fiind  will  need  to  draw  on  the  special- 
issue  Treasury  securities  acquired  during  the  years  when  the  program  generated 
cash  surpluses.  The  negative  cash  flow  will  place  increased  pressure  on  the  federal 
budget.  In  essence,  for  HI  to  "redeem"  its  securities,  the  government  will  need  to 
obtain  cash  through  some  combination  of  increased  taxes,  spending  cuts,  increased 
borrowing  from  the  public  (or  correspondingly  less  debt  reduction  than  would  have 
been  the  case  had  cash  flow  remained  positive). 

A  focus  on  HI  solvency  alone,  however,  does  not  provide  a  complete  picture  of  the 
Medicare  program's  expected  fiiture  fiscal  claims.  The  Supplementary  Medical  In- 
surance (SMI)  portion  of  Medicare,  which  covers  physician  and  outpatient  hospital 
services,  diagnostic  tests,  and  certain  other  medical  services,  is  not  reflected  in  the 
HI  solvency  measure.  SMI  is  largely  funded  through  general  revenues  and  its  out- 
lays are  projected  to  grow  even  faster  than  HI  outlays  in  the  near  future. 

Bleak  Outlook  for  Medicare's  Long-Term  Sustainability  Increases  Urgency 
for  Program  Reform 

Without  meaningful  reform,  the  long-term  financial  outlook  for  Medicare  is  bleak. 
Together,  Medicare's  HI  and  SMI  expenditures  are  expected  to  increase  dramati- 
cally, rising  from  about  11  percent  of  federal  revenues  in  2001  to  more  than  one- 
quarter  by  mid-century.  Over  the  same  time  fi:*ame.  Medicare's  expenditures  are  ex- 
pected to  more  than  double  as  a  share  of  the  nation's  economy,  from  2.4  to  6.0  per- 
cent, as  shown  in  figure  6.  Moreover,  relatively  fewer  potential  workers  will  be 
available  to  shoulder  Medicare's  financial  burden.  In  2000  there  were  4.9  working- 
age  persons  (18  to  64  years)  per  elderly  person,  but  by  2030,  this  ratio  is  projected 
to  decline  to  2.8.8 


^For  the  HI  portion  of  Medicare,  in  2001  there  were  4  covered  workers  per  HI  beneficiary. 
Under  their  intermediate  2002  estimates,  the  trustees  project  that  by  2030  there  will  be  only 
2.4  covered  workers  per  HI  beneficiary. 
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FIGURE  6:  MEDICARE  SPENDING  AS  A  PERCENTAGE  OF  GDP,  2000-2075 
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The  progressive  absorption  of  a  greater  share  of  the  nation's  resources  for  health 
care  is  in  part  a  reflection  of  the  rising  share  of  the  population  that  is  elderly.  Medi- 
care's rolls  are  expanding  and  are  projected  to  increase  rapidly  with  the  retirement 
of  the  baby  boomers.  Today's  elderly  make  up  about  12  percent  of  the  total  popu- 
lation; by  2030,  they  will  comprise  20  percent.  Medicare  growth  rates,  however,  re- 
flect not  only  a  rapidly  increasing  beneficiary  population,  but  also  the  escalation  of 
health  care  costs  at  rates  well  exceeding  general  rates  of  inflation. 

When  viewed  from  the  perspective  of  the  entire  budget  and  the  economy,  the 
growth  in  Medicare  spending  will  become  progressively  unsustainable  over  the 
longer  term.  Our  updated  budget  simulations  show  that  to  move  into  the  future 
with  no  changes  in  federal  health  and  retirement  programs  is  to  envision  a  very  dif- 
ferent role  for  the  Federal  Government.  Assuming,  for  example,  that  last  year's  tax 
reductions  are  made  permanent  and  discretionary  spending  keeps  pace  with  the 
economy,  spending  for  net  interest.  Social  Security,  Medicare,  and  Medicaid  con- 
sumes nearly  50  percent  of  federal  revenue  by  2015  and  more  than  three-quarters 
of  federal  revenue  by  2030,  leaving  little  room  for  other  federal  priorities  including 
defense  and  education.  (See  fig.  2.)  By  2050,  total  federal  revenue  is  insufficient  to 
fund  entitlement  spending  and  interest  payments,  resulting  in  deficits  that  are  esca- 
lating out  of  control. 

Our  long-term  simulations  illustrate  the  magnitude  of  the  fiscal  challenges  associ- 
ated with  an  aging  society  and  the  significance  of  the  related  challenges  the  govern- 
ment will  be  called  upon  to  address.  As  I  have  stated  previously,  early  action  to  re- 
form Medicare  and  other  programs  would  yield  the  highest  fiscal  dividends  for  the 
federal  budget  and  would  provide  a  longer  period  for  prospective  beneficiaries  to 
make  adjustments  in  their  own  planning.^  Waiting  to  build  economic  resources  and 
reform  future  claims  entails  significant  risks.  First,  we  lose  an  important  window 
during  which  today's  relatively  large  workforce  can  increase  savings  and  enhance 
productivity,  two  elements  critical  to  grov/ing  the  future  economy.  Second,  we  lose 
the  opportunity  to  reduce  the  interest  burden  on  the  federal  budget,  thereby  cre- 
ating a  legacy  of  higher  debt.  Third  and  most  critically,  we  risk  losing  the  oppor- 


^U.S.  General  Accounting  Office,  Budget  Issues:  Long-Term  Fiscal  Challenges,  GAO-02-467T 
(Washington,  D.C.:  Feb.  27,  2002)  and  Medicare:  New  Spending  Estimates  Underscore  Need  for 
Reform,  GAO-Ol-IOIOT  (July  25,  2001). 
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tunity  to  phase  in  changes  gradually  so  that  all  affected  parties  can  make  the  ad- 
justments needed  to  adequately  plan  for  the  future. 

Unfortunately,  our  long-range  challenge  has  become  more  difficult,  and  the  win- 
dow of  opportunity  to  address  the  entitlement  challenge  is  narrowing.  It  remains 
more  important  than  ever  to  return  to  these  issues  over  the  next  several  years.  Ulti- 
mately, the  critical  question  is  not  how  much  a  trust  fund  has  in  assets,  but  wheth- 
er the  government  as  a  whole  can  afford  the  promised  benefits  now  and  in  the  fu- 
ture and  at  what  cost  to  other  claims  on  scarce  resources. 

Private  Health  Insurance  Principles  Should  Guide  Reform  Efforts 

Given  the  current  federal  fiscal  environment,  we  cannot  afford  to  ignore  the  dif- 
ficult policy  choices  that  must  be  made  to  keep  the  Medicare  program  on  a  sustain- 
able footing.  Adding  prescription  drug  coverage  to  the  Medicare  benefit  package 
would  require  balancing  competing  concerns  about  program  sustainability,  federal 
obligations,  and  the  hardship  faced  by  some  beneficiaries.  The  addition  of  a  benefit 
that  has  the  potential  to  be  massively  expensive  should  be  focused  on  meeting  the 
needs  deemed  to  be  of  the  highest  priority.  This  focus  would  entail  targeting  finan- 
cial help  to  beneficiaries  most  in  need  and,  to  the  extent  possible,  avoiding  the  sub- 
stitution of  public  for  private  coverage.  I  continue  to  maintain,  that,  optimally,  ben- 
efit expansions  should  be  made  in  the  context  of  overall  program  reforms  that  are 
designed  to  make  the  program  more  sustainable  over  the  long  term. 

Several  basic  principles  of  health  insurance  provide  a  fi^amework  for  keeping  any 
new  prescription  drug  benefit  more  affordable  for  both  beneficiaries  and  the  tax- 
payers. First,  as  health  insurance  is  intended  to  protect  individuals  against  large, 
or  catastrophic,  expenses,  a  well-designed  benefit  should  limit  beneficiaries'  liability 
for  out-of-pocket  expenses.  Second,  a  benefit  should  be  designed  to  include  reason- 
able cost-sharing  to  encourage  the  appropriate  use  of  services.  Third,  the  benefit 
should  include  features  to  avoid  adverse  selection,  that  is,  avoid  covering  only  bene- 
ficiaries who  will  use  the  benefit.  Including  the  individuals  who  may  not  currently 
need  the  benefit — but  may  need  it  in  the  future — can  spread  the  risk  and  help  keep 
the  cost  down  for  everyone. 

Leading  proposals  to  integrate  prescription  drug  coverage  into  the  Medicare  pro- 
gram, to  varying  degrees,  incorporate  these  principles.  For  example,  the  proposals 
commonly  limit  a  beneficiary's  financial  Uability  for  prescription  drug  costs.  They 
seek  to  restrain  inappropriate  spending,  in  part  by  requiring  cost-sharing  in  the 
form  of  a  deductible  and  coinsurance.  To  make  drug  coverage  attractive  to  a  broader 
spectrum  of  beneficiaries,  the  proposals  subsidize  the  beneficiary  premium.  To  fur- 
ther encourage  beneficiaries  to  sign  up  for  prescription  drug  coverage  when  they  are 
healthy,  the  proposals  include  provisions  that  discourage  delayed  enrollment.  Fi- 
nally, because  even  modest  cost-sharing  amounts  might  prove  too  burdensome  for 
some  individuals,  the  proposals  include  targeting  mechanisms  to  help  prevent  low 
income  fi:om  becoming  a  barrier  to  obtaining  prescription  drug  coverage. 

Although  the  leading  prescription  drug  coverage  proposals  share  certain  key  de- 
sign features,  they  differ  in  important  details,  such  as  the  amount  of  required  cost 
sharing  and  the  limit  on  beneficiary  out-of-pocket  costs.  These  differences  reflect 
trade-offs  in  cost-control  mechanisms,  benefit  generosity,  and  protections  for  bene- 
ficiaries with  high  needs.  Careful  debate  about  the  different  trade-offs  is  important, 
because  both  the  overall  design  of  a  new  benefit  and  the  associated  details  deter- 
mine the  Ukely  impact  on  both  beneficiaries  and  taxpayers.  Frankly,  we  know  that 
incorporating  a  prescription  drug  benefit  into  the  existing  Medicare  program  will 
add  hundreds  of  billions  of  dollars  to  program  spending  over  the  next  10  years.  For 
this  reason,  I  cannot  overstate  the  importance  of  adopting  meaningful  financial  re- 
forms to  ensure  that  Medicare  remains  viable  for  future  generations. 

Concluding  Observations 

Updating  the  Medicare  benefit  package  may  be  an  important  step  in  addressing 
an  aging  society's  legitimate  expectations  for  health  care.  Expanding  access  to  pre- 
scription drugs  could  ease  the  significant  financial  burden  some  Medicare  bene- 
ficiaries face  because  of  outpatient  drug  costs.  However,  it  is  essential  that  we  not 
take  our  eye  off  the  ball.  The  most  critical  issue  facing  Medicare  is  the  need  to  en- 
sure the  program's  long-range  financial  integrity  and  sustainability.  Care  must  be 
taken  to  ensure  that  any  potential  expansion  of  the  program  be  balanced  with  other 
programmatic  reforms  so  that  we  do  not  worsen  Medicare's  existing  financial  imbal- 
ances. The  program  needs  to  include  adequate  fiscal  incentives  to  control  costs  and 
should  be  carefully  targeted  to  meet  genuine  needs  while  remaining  affordable. 

This  generation  has  a  stewardship  responsibility  to  future  generations  to  reduce 
the  debt  burden  they  will  inherit,  to  provide  a  strong  foundation  for  future  economic 
growth,  and  to  ensure  that  future  commitments  are  both  adequate  and  affordable. 
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Changes  need  to  be  considered  as  part  of  a  broader  initiative  to  address  Medicare's 
cuiTent  fiscal  imbalance  and  promote  the  program's  longer-term  sustainability.  Bal- 
ancing these  competing  concerns  may  require  the  best  from  government-run  pro- 
grams and  private  sector  efforts  to  modernize  Medicare  for  the  future.  Medicare  re- 
form and  modeiTiization  are  best  done  with  considerable  lead-time  to  phase  in 
changes  and  take  action  before  the  changes  that  are  needed  become  dramatic  and 
disruptive. 

Mr.  Chairman,  this  concludes  my  prepared  statement.  I  will  be  happy  to  answer 
any  questions  you  or  other  committee  members  may  have. 
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Mrs.  Johnson  OF  CONNECTICUT.  [Presiding.]  Thank  you  very 
much,  Mr.  Walker. 

I  am  going  to  turn  first  to  Mr.  McCrery,  and  we  will  get  through 
as  many  questioners  as  possible  before  we  have  to  go  vote. 

Mr.  McCrery.  Thank  you.  Madam  Chair. 

Mr.  Walker,  I  thought  your  testimony  was  excellent,  and  it  at- 
tempts to  ring  the  bell  that  we  need  to  pay  attention.  I  have  said 
several  times  in  this  Committee  room  that  I  think  Congress  is  fid- 
dling while  the  budget  is  burning.  You  tr>^  to  underscore  that  in 
your  testimony  and  I  appreciate  that. 

One  thing  you  say,  though,  that  I  think  may  leave  mth  some  the 
^\Tong  impression,  you  say  that  assuming  the  2001  tax  cut  is  made 
permanent,  then  by  2050,  Medicare,  Medicaid.  Social  Security,  and 
interest  on  the  debt  vnll  consume  all  Federal  revenues.  One  might 
hear  that  and  think,  gee,  this  tax  cut,  if  made  permanent,  will  re- 
duce revenue  so  much  that  we  will  not  have  enough  to  pay  for  ev- 
er\thing,  and  in  fact,  if  you  look  at  the  chart  that  you  have  up 
right  now.  there  is  a  thin  black  line  that  is  hard  to  see  for  the 
Members,  but  if  they  look  closely,  they  can  see  a  thin  black  line 
that  goes  across  the  chart  and  it  is  entitled,  "Revenues,"  and  it  is 
expressed  as  a  percent  of  the  gross  domestic  product  (GDP).  If  you 
look  closely,  you  can  see  that  even  if  the  tax  cut  is  made  perma- 
nent, that  revenues  as  a  percent  of  our  National  incom^e  remain 
steady.  I  cannot  tell  exactly,  but  it  looks  like  it  is  somewhere 
around  18  to  19  percent  of  GDP,  is  that  correct? 

Mr.  Walker.  About  19  percent,  roughly,  of  GDP,  that  is  correct. 

Mr.  McCrery.  And  historically,  Mr.  Walker,  what  have  revenues 
to  the  Federal  Government  been  as  a  percent  of  GDP? 

Mr.  W.\LKER.  The  highest  that  it  has  ever  been.  I  beheve,  Mr. 
McCrery.  was  just  under  21  percent  of  GDP,  and  I  think  your  point 
is  excellent,  and  that  is  no  matter  what  happens  with  regard  to  the 
tax  system,  whether  or  not  the  current  tax  changes  are  made  per- 
manent or  not,  our  imbalance  is  so  huge  that  we  need  to  begin  to 
reform  the  base.  We  need  to  not  only  look  at  entitlement  programs. 
We  also  have  to  look  at  discretionaiy  spending  to  find  out  what  is 
working  and  what  is  not  working  because  the  numbers  just  do  not 
add  up  and  we  are  not  going  to  be  able  to  dehver  on  our  promises 
unless  we  make  some  fundamental  changes. 
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Mr.  McCrery.  Exactly,  but  I  wanted  to  underscore  that  your  as- 
suming the  2001  tax  cut  is  made  permanent  is  not  a  criticism  of 
making  the  tax  cut  permanent  and  your  conclusion  is  not  that  rev- 
enues will  dip  as  a  result  of  that.  You  are  just  trying  to  paint  a 
scenario  that  you  think  is  a  realistic  one,  because  most  of  those  tax 
cuts  eventually  will  be  made  permanent,  we  think,  most  people 
think. 

Mr.  Walker.  I  did  it  this  way  for  several  reasons.  One,  I  know 
that  is  how  the  House  passed  the  bill. 
Mr.  McCrery.  Right. 

Mr.  Walker.  And  secondly,  by  showing  it  this  way,  you  can  see 
that  even  if  the  tax  cut  is  not  extended,  we  still  have  a  huge  prob- 
lem. So  by  doing  it  this  way,  you  can  see  both  ways,  because  other- 
wise what  you  would  do,  Mr.  McCrery,  as  you  properly  pointed  out, 
you  would  just  extend  that  black  line  all  the  way  across.  It  would 
not  dip  as  it  does  between  2000  and  2015.  It  would  not  dip.  In  any 
event  it  is  still  way  out  of  balance. 

Mr.  McCrery.  Right.  Twelve  or  thirteen  years  ago  when  I  was 
on  the  Budget  Committee,  I  asked  Chairman  Greenspan,  who  was 
appearing  before  the  Budget  Committee,  if  he  was  concerned  that 
as  we  raised  revenues  to  meet  these  obligations  and  we  started  to 
take  in  23,  24  percent  of  GDP  or  higher  for  revenues,  did  that  dis- 
turb him  as  an  economist  in  terms  of  the  nature  of  our  economy, 
the  nature  of  our  society,  and  he  responded  yes,  that  it  did.  If  we 
allow  the  Federal  Government  to  take  in  too  high  a  percent  of  what 
we  produce  as  a  country,  that  it  could  very  well  change  the  nature 
of  our  society. 

And  I  am  concerned  about  that,  too,  but  I  think  we  have  to  start 
talking  about  these  kinds  of  choices  in  an  honest,  straightforward 
way,  and  we  have  not  done  that,  so  I  appreciate  very  much  your 
pointing  these  things  out. 

Mrs.  Johnson  OF  CONNECTICUT.  Mr.  Walker,  if  I  may,  we 
only  have  5  minutes  before  we  must  actually  leave  to  vote.  I  am 
going  to  forego  my  questions,  and  I  am  very  pleased  that  my  col- 
leagues here  are  going  to  try  to  fit  their  time  in  so  that  then  you 
can  leave,  and  we  can  convene  the  last  panel  as  soon  as  the  next 
three  votes  are  over. 

Mr.  Becerra? 

Mr.  Becerra.  I  thank  the  gentlelady  for  jdelding  the  time,  and 
I  will  try  to  be  brief  in  my  remarks  and  hope  my  two  colleagues 
have  an  opportunity,  as  well,  to  question. 

Mr.  Walker,  first,  thank  you  very  much  for  being  here.  I  want 
to  make  sure  we  are  clear  on  something  here.  As  much  as  some 
people  might  want  to  portray  this  as  a  "sky  is  falling"  situation  for 
Medicare,  in  fact,  Medicare  has  never  found  itself  in  a  better  posi- 
tion when  it  comes  to  surviving  over  the  next  several  years,  is  that 
not  correct? 

Mr.  Walker.  Yes,  but  I  think  we  have  to  be  very  careful.  Medi- 
care has  never  been  in  a  good  financial  condition. 

Mr.  Becerra.  We  have  never  been  at  a  point  where  we  can  say 
that  we  can  see  it  extending  for  75  years,  but  

Mr.  Walker.  Right. 

Mr.  Becerra.  Today,  the  projection  is  that  we  can  see  it  at  least 
going  for  the  next  28  years,  and  we  have  never,  over  the  history 
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of  Medicare,  been  able  to  say  that  we  have  been  able  to  project  that 
it  would  be  able  to  survive  28  years  with  things  as  they  are.  I  am 
not  tr3ring  to  imply  that  that  is  good.  I  am  just  trying  to  make  sure 
it  is  clear  that  it  is  better  than  it  has  been  before  and  we  now  have 
to  address  the  fact  that  with  the  Baby  Boom  generation  and  the 
high  cost  of  medical  care,  we  do  need  to  do  something. 

Let  me  ask  a  question,  because  I  know  I  want  to  be  brief  and 
give  my  colleagues  some  time.  That  chart,  I  think,  is  very  telling 
that  you  provide  to  us,  and  over  the  next  40  to  50  years,  we  can 
see,  assuming  these  projections  are  correct,  where  we  will  be 
spending  our  Federal  dollars.  According  to  your  chart,  the  biggest 
expenditure  we  are  going  to  have  within  that  bar,  the  four  blocks 
that  you  show,  Social  Security,  Medicare,  Medicaid,  and  other  do- 
mestic programs  and  interest  on  national  debt,  the  largest  is  the 
interest  on  the  national  debt,  in  essence,  moneys  that  will  never 
benefit  any  particular  person,  will  do  nothing  to  improve  a  pro- 
gram, because  it  is  just  going  to  pay  a  debt,  and  not  even  the  prin- 
cipal on  that  national  debt  but  just  the  interest  we  owe  on  that 
debt. 

Now,  in  a  previous  chart,  you  show  in  the  last  10  years,  we  have 
actually  decreased  the  interest  payments  that  we  have  been  mak- 
ing on  the  national  debt  and  that  is  because  of  the  prosperity  that 
we  saw  over  the  last  8  to  10  years  before  we  hit  this  recession 
within  the  last  couple  of  years.  But  let  me  ask  you  this.  If  I  were 
to  give  you  $400  billion  right  now  and  say,  over  the  next  10  years, 
I  can  give  you  $400  billion  and  let  us  spend  it  on  reducing  the  in- 
terest payments  on  the  national  debt,  would  the  size  of  that  blue 
block  within  that  final  bar  for  2050  be  as  big? 

Mr.  Walker.  Well,  it  would  go  down,  ojbviously.  If  you  end  up 
pa3dng  down  debt  held  by  the  public,  then  obviously  you  are  going 
to  pay  less  interest,  and  over  time,  the  power  of  compounding  is 
very  significant. 

Mr.  Becerra.  So  if  we  could  take  the  $400  billion  that  it  is  esti- 
mated we  are  going  to  take  in  within  the  Medicare  trust  fund  in 
surplus  money,  in  other  words,  money  that  the  Medicare  system 
does  not  need  to  use  to  pay  out  for  benefits,  if  we  were  to  take  that 
surplus  money  in  the  Medicare  trust  fund  and  put  it  into  paying 
down  the  national  debt  as  opposed  to  what  the  President  has  pro- 
posed in  his  budget  over  the  next  10  years,  of  spending  it  on 
things,  including  another  tax  cut,  would  we  not  be  able  to  reduce 
the  size  of  the  national  payment  on  interest? 

Mr.  Walker.  Well,  you  would,  but  you  would  have  to  cut  the 
other  spending  that  the  money  is  associated  with. 

Mr.  Becerra.  Absolutely.  You  would  have  to  make  some  hard 
choices.  Let  me  stop  there  and  yield  the  remainder  of  my  time. 

Mrs.  Johnson  OF  CONNECTICUT.  Let  me  recognize  Congress- 
woman  Thurman  from  Florida. 

Mrs.  Thurman.  Just  very  quickly,  and  probably  to  that  pomt,  be- 
cause I  think  it  was  a  very  big  concern  for  some  of  us  when  Sec- 
retary Thompson  told  us  that  the  Federal  tax  policy  is  not  taken 
into  consideration  when  the  Administration  considers  the  Medicare 
prescription  drug  benefit,  so  I  would  ask  you  as  the  Comptroller 
General,  is  that  wise  fiscal  policy,  for  us  to  ignore  the  financial  im- 
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pact  of  tax  policy  when  planning  for  other  Federal  spending  like 
Medicare? 

Mr.  Walker.  We  look  at  the  bottom  line,  and  the  bottom  line  is 
basically  the  difference  between  the  revenues  and  the  expenditures. 
What  I  am  trying  to  do  here  is  to  not  get  in  the  debate  about 
whether  or  not  to  extend  the  tax  cut  

Mrs.  Thurman.  But  your  bottom  line  would  be  based  on  spend- 
ing? 

Mr.  Walker.  It  would  be  a  

Mrs.  Johnson  OF  CONNECTICUT.  If  I  may,  we  only  have  21/2 
minutes  left.  Mr.  Doggett,  would  you  

Mr.  Doggett.  Thank  you.  Thank  you  for  your  service,  particu- 
larly when  some  last  year  wanted  to  give  a  blank  check  to  the  air- 
lines. I  appreciate  the  role  that  your  office  played  in  looking  at  that 
problem. 

With  reference  to  the  predicament  that  you  described  here  today 
and  in  trying  to  look  toward  the  best  policy  answers,  the  one  that 
has  been  discussed  here  today  perhaps  the  most  is 
Medicare-i-Choice.  Has  GAO  not  done  some  studies  of 
Medicare-hChoice  that  suggest  that  it  is  not  a  panacea? 

Mr.  Walker.  It  is  not  a  panacea,  but  part  of  the  issue  is  the  way 
Medicare+Choice  was  designed,  the  reimbursement  rate  was  such 
that,  in  fact,  it  turned  out  not  saving  the  Federal  Government  very 
much  money.  What  ended  up  happening  is  that  the  providers  want- 
ed, in  order  to  be  able  to  attract  individuals  to  their  plans,  to  pro- 
vide additional  benefits  as  an  incentive  for  them  to  be  able  to  come 
into  the  plans,  which  they  did.  They  also  wanted  to  be  able  to  make 
a  profit  margin,  which  is  appropriate.  But  the  problem  is  that  the 
numbers  did  not  add  up.  There  is  no  question  that  choice  can  help 
to  control  cost  and  to  improve  quality,  but  it  has  to  be  designed 
carefully. 

Mr.  Doggett.  One  of  those  GAO  studies,  for  example,  showed 
that  the  payment  increases  that  we  approved  here  in  Congress 
have  not  led  to  increased  benefits  or  availability  for  seniors,  did  it 
not? 

Mr.  Walker.  I  would  have  to  look  at  the  detailed  study. 
Mr.  Doggett.  And  did  not  another  one  

Mrs.  Johnson  OF  CONNECTICUT.  Mr.  Doggett,  if  I  may,  we 
have  about  30  seconds  left  to  vote.  . 
Mr.  Doggett.  Last  question. 

Mrs.  Johnson  OF  CONNECTICUT.  They  are  going  to  hold  it 
open  a  couple  of  minutes. 

Mr.  Doggett.  Did  the  GAO  not  also  find  that  Medicare-i-Choice 
plans  are  generally  overpaid  compared  to  traditional  Medicare? 

Mr.  Walker.  In  some  cases,  yes,  we  did,  and  

Mrs.  Johnson  OF  CONNECTICUT.  I  would  just  like  to  add  on 
the  record  that  the  Medicare+Choice  plans  did  not  receive  any- 
where near  the  increases  that  the  fee-for-service  plan  received,  and 
also  that  these  rosy  estimates  of  how  healthy  Medicare  is  are  based 
on  incredibly  faulty  assumptions.  They  assume  that  we  can  cut 
physicians  5  percent  several  more  years,  an  absolutely 
unsustainable  assumption.  We  will  have  no  doctors  in  the  program 
if  we  do  that. 
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So  we  are  talking  big  picture  issues.  I  think  the  issues  that  have 
been  raised  here  have  been  very  legitimate,  but  do  not  for  a  minute 
think  that  there  is  anything  rosy  about  the  financial  circumstances 
of  Medicare,  particularly  as  we  face  the  need  for  prescription  drugs 
amongst  our  seniors  and  better  ability  to  manage  chronic  illness. 

Thank  you  very  much,  Mr.  Walker. 

Mr.  Walker.  Thank  you. 

Mrs.  Johnson  OF  CONNECTICUT.  We  will  return  in  about  15 
minutes  for  the  last  panel. 
Mr.  Walker.  Thank  you.  Madam  Chair. 
[Recess.] 

Mrs.  Johnson  OF  CONNECTICUT.  If  the  panel  will  seat  itself 
Mr.  Bruce  Bradley,  Director  of  Health  Plan  Strategy  and  Public 
Policy  of  General  Motors;  Ray  Gilmartin,  President  and  chief  exec- 
utive officer  of  Merck;  William  Novelli,  the  Executive  Director  and 
Chief  Executive  Officer  of  AARP;  John  Rector,  the  Vice  President 
of  government  Affairs  and  General  Counsel  for  the  National  Com- 
munity Pharmacists  Association;  and  Mitchel  Sayare,  President 
and  Chief  Executive  Officer  of  ImmunoGen. 

Thank  you  for  your  patience  today.  My  apologies  for  your  having 
to  wait  so  long  to  testify,  but  we  do  welcome  you  to  this  hearing 
and  consider  this  a  very  important  part  of  educating  ourselves  to 
write  the  quality  policy  that  we  need  to  provide  prescription  drugs 
to  seniors. 

Mr.  Bradley,  if  you  will  start,  and  we  will  move  right  across  the 
panel. 

STATEMENT  OF  BRUCE  E.  BRADLEY,  DIRECTOR,  HEALTH 
PLAN  STRATEGY  AND  PUBLIC  POLICY,  GENERAL  MOTORS 
CORPORATION,  DETROIT,  MICHIGAN 

Mr.  Bradley.  Madam  Chairwoman.  I  am  Bruce  Bradley,  Direc- 
tor of  Health  Plan  Strategy  and  Public  Policy  at  General  Motors 
(GM).  It  is  a  real  honor  for  me  to  testify  before  this  historic  Com- 
mittee as  you  work  to  design  and  to  pass  a  Medicare  prescription 
drug  benefit. 

As  we  have  heard,  there  are  few  issues  more  important  to  sen- 
iors and  other  Medicare  beneficiaries  than  filling  the  coverage  gap 
represented  by  the  absence  of  a  Medicare  drug  benefit.  But  the  en- 
actment of  a  meaningful  Medicare  drug  benefit  is  just  as  critical 
to  employers,  both  public  and  private,  who  are  struggling  to  pro- 
vide retiree  health  coverage  while  facing  double-digit  increases  in 
health  insurance  premiums  and  particularly  pharmaceutical  costs. 

We  at  GM  commend  the  Ways  and  Means  Committee  for  ad- 
dressing this  issue.  My  testimony  will  focus  on  the  challenge  GM 
faces  in  the  delivery  of  our  pharmaceutical  benefit,  how  we  manage 
it,  and  what  our  priorities  would  be  for  a  Medicare  drug  benefit. 

The  GM  provides  coverage  to  over  1.2  million  workers,  retirees, 
and  their  famihes.  We  are  the  largest  private  provider  of  health 
care  coverage  in  the  country.  The  GM  spends  over  $1.3  billion  a 
year  on  prescription  drugs  for  these  beneficiaries.  Despite  our  ag- 
gressive management,  the  current  15  to  20  percent  annual  growth 
rate  is  still  more  than  quadruple  the  general  inflation  rate.  Al- 
though GM's  Medicare-eligible  population  represents  a  third  of  our 
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covered  population,  it  accounts  for  nearly  half  of  our  drug  costs,  or 
$508  million  a  year. 

The  current  financing  challenges  posed  by  our  Medicare-eligible 
population  will  only  grow  worse  as  the  Baby  Boom  generation 
starts  to  retire.  Prescription  drug  costs  literally  threaten  the  ability 
of  many  U.S.  companies  to  compete  in  a  global  marketplace. 

The  GM's  response  to  the  multi-faceted  challenge  of  rising  drug 
costs  is  comprehensive,  with  a  focus  on  assuring  the  best  medical 
outcomes  and  value.  We  have  a  great  deal  of  experience  in  admin- 
istering a  drug  benefit  and  believe  that  our  management  tech- 
niques have  made  a  positive  difference  in  the  quality  and  value  of 
the  benefit  we  offer. 

First,  we  have  a  full-time  doctorate-level  clinical  pharmacist  on 
our  staff  who  oversees  our  team  and  the  Pharmaceutical  Benefits 
Manager,  or  PBM.  We  have  utilized  PBMs  to  help  effectively  pur- 
chase medications  and  have  ensured  that  our  beneficiaries  and  that 
the  company  receive  the  benefits  of  their  negotiations  through  very 
explicit  performance  standards. 

Our  contracts  with  the  PBMs  encourage  medically  appropriate 
and  cost  effective  prescribing  and  dispensing  practices.  This  in- 
cludes consumer  and  health  care  professional  education  programs, 
incentives  to  utilize  high  quality,  cost  effective  generic  drugs,  ap- 
propriate dosing,  physician  profiling,  severe  drug-to-drug  inter- 
action avoidance,  and  other  safety  processes.  We  are  also  engaged 
in  many  community-based  prescription  drug  initiatives. 

Notwithstanding  our  concerns  about  drug  costs,  we  believe  that 
all  Medicare  beneficiaries  should  have  access  to  an  affordable, 
meaningful  drug  benefit.  It  is  quite  clear  that  in  many  cases,  pre- 
scription drugs  are  the  most  clinically  appropriate  and  cost  effec- 
tive treatment.  We,  therefore,  believe  that  any  Medicare  drug  ben- 
efit should  include  the  following  four  components. 

First,  the  Medicare  drug  benefit  should  be  universal  in  nature. 
All  beneficiaries  should  have  the  choice  of  an  affordable  drug  ben- 
efit. Virtually  every  private  insurer  for  the  under-65  population 
recognizes  that  this  is  an  essential  element  to  have  a  drug  benefit 
for  quality  medical  care  today.  Moreover,  the  distribution  of  seniors 
without  prescription  drug  coverage  is  not  limited  to  low-income 
populations.  In  fact,  about  half  of  those  seniors  without  coverage 
have  incomes  of  over  200  percent  of  the  poverty  level. 

Second,  the  drug  benefit  should  be  affordable  to  beneficiaries  and 
taxpayers  yet  provide  significant  coverage.  This  will  require  a  sig- 
nificant investment  of  Federal  dollars.  We  well  recognize,  however, 
that  Congress  has  to  achieve  a  bipartisan  consensus  around  what 
level  of  Federal  dollars  are  available  for  such  an  investment,  and 
clearly,  resources  are  not  infinite.  These  limited  financial  resources 
underscore  the  importance  of  a  well  managed,  cost  effective  pre- 
scription drug  benefit. 

Third,  the  design  of  the  Medicare  drug  benefit  must  be  oriented 
to  achieve  positive  medical  outcomes  and  value.  To  that  end,  the 
benefit  should  be  designed  to  encourage  appropriate  use  of  high 
quality,  cost  effective  generic  medications,  require  cost  sharing  that 
guards  against  excessive  and  inappropriate  utilization,  and  inte- 
grate state-of-the-art  pharmacy  management  techniques. 
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Finally,  a  drug  benefit  should  provide  incentives  for  employers 
who  are  already  financing  prescription  drug  coverage  for  Medicare- 
eligible  individuals  to  continue  to  do  so.  We  recognize  that  the  Con- 
gress may  not  be  able  to  afford  the  same  level  of  benefits  that 
many  leading  corporations  now  provide,  but  Medicare  should  offer 
a  much-needed  floor  of  protection.  As  such,  it  should  ensure  that 
employers  and  health  plans  currently  providing  drug  coverage  can 
design  benefits  to  wrap  around  Medicare,  or  alternatively.  Medi- 
care should  provide  these  entities  with  direct  financial  subsidies 
that  are  equivalent  to  the  value  of  the  underlying  Medicare  benefit. 
Such  policies  avoid  penalizing  employers  who  have  voluntarily  pro- 
vided such  coverage  and  slow  the  trend  of  companies  withdrawing 
benefits  for  the  Medicare  population. 

In  conclusion,  GM  well  recognizes  your  design,  financing,  and 
other  challenges.  We  hope  that  our  experience  as  well  as  our  sup- 
port can  help  you  develop  and  pass  a  long-overdue  Medicare  drug 
benefit.  We  look  forward  to  working  with  you  in  the  days  and 
months  to  come.  Thank  you. 

[The  prepared  statement  of  Mr.  Bradley  follows:] 

Statement  of  Bruce  E.  Bradley,  Director,  Health  Plan  Strategy  and  Public 
Policy,  General  Motors  Corporation,  Detroit,  Michigan 

Mr.  Chairman,  Ranking  Member  Rangel,  and  distinguished  Committee  members, 
I  am  Bruce  Bradley,  Director  of  Health  Plan  Strategy  and  Public  Pohcy  at  General 
Motors  (GM).  It  is  an  honor  to  testify  before  this  historic  Committee  as  you  work 
to  design  and  to  pass  a  Medicare  prescription  drug  benefit. 

There  are  few  issues  more  important  to  seniors,  eligible  people  with  disabilities, 
their  families — and  employers — as  filling  the  coverage  gap  represented  by  the  ab- 
sence of  a  Medicare  prescription  drug  benefit.  Moreover,  a  meaningful  prescription 
drug  benefit  is  critically  important  to  employers,  who  are  struggling  to  provide  re- 
tiree health  coverage  while  facing  double-digit  increases  in  health  insurance  pre- 
miums and  pharmaceutical  costs. 

GM  faces  extraordinary  financing  and  delivery  challenges  in  the  Administration 
of  our  prescription  drug  benefits,  particularly  as  it  relates  to  the  benefits  we  provide 
to  our  retirees.  We  have  a  great  deal  of  experience  in  administering  drug  benefits 
and  well  recognize  the  challenges  you  face  in  attempting  to  design  a  workable  and 
meaningful  drug  benefit  for  the  Medicare  program. 

We  commend  the  Ways  and  Means  Committee  for  addressing  this  issue.  My  testi- 
mony will  focus  on  the  challenge  GM  faces  in  the  delivery  of  our  pharmaceutical 
benefit,  how  we  manage  it,  and  what  our  priorities  would  be  for  a  Medicare  pre- 
scription drug  benefit.  It  is  our  hope  that  the  lessons  we've  learned  can  be  useful 
to  this  Committee  as  it  takes  critical  steps  towards  achieving  a  bipartisan  agree- 
ment on  a  meaningful  and  universal  Medicare  prescription  drug  benefit. 

Prescriptions  Drug  Cost  Challenges  Facing  GM 

GM  insures  1.2  million  workers,  retirees  and  their  families.  We  are  the  largest 
private  provider  of  health  care  coverage.  GM  spends  over  $1.3  billion  a  year  on  pre- 
scription drugs  for  its  current  and  retired  workforce  and  their  families.  Despite  our 
aggressive  management  of  our  prescription  drug  benefit  and  associated  costs,  the 
current  15-20  percent  annual  growth  rate  still  more  than  quadruples  the  general 
inflation  rate,  and  clearly  represents  a  troubling  trend. 

From  our  perspective,  these  drug  costs  are  driven  by  a  multitude  of  factors,  in- 
cluding increased  utilization  (both  appropriate  and  inappropriate),  and  price.  While 
we  are  attempting  to  manage  these  costs  through  a  number  of  interventions  that 
will  be  outlined  later  in  this  testimony,  we  do  not  see  significant  potential  to  reduce 
the  trend  without  assistance  ft'om  the  federal  government.  More  specifically,  only 
the  federal  government  can  pass  legislation  to  increase  coverage  by  enacting  a  Medi- 
care drug  benefit. 

Although  GM's  Medicare-eligible  population  represents  only  33  percent  of  our  cov- 
ered population,  it  accounts  for  about  nearly  half  of  the  prescription  drug  cost  or 
$508  miUion.  The  current  financing  challenges  that  our  Medicare-eligible  population 
poses  will  only  grow  worse  as  the  baby  boom  generation  starts  to  retire  less  than 
ten  years  from  today.  The  growing  financial  burden  posed  by  prescription  drug  costs 
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literally  threatens  the  ability  of  many  U.S.  companies  to  be  effective  competitors 
within  the  world  marketplace.  If  we  do  not  get  a  handle  on  these  costs  in  short 
order,  companies  will  have  to  make  undesirable  choices  that  may  limit  access  or 
shift  costs  to  current  and  retired  workforce.  Faced  with  overwhelming  retiree  health 
cost  challenges,  many  other  companies  have  actually  chosen  to  drop  health  benefits 
for  this  population.  In  fact,  between  1994  and  2001,  there  was  a  43  percent  decline 
in  firms  offering  retiree  coverage,  i 

GM  Management  of  Drug  Benefit  Plans 

GM  has  responded  to  the  multi-faceted  challenge  of  rising  prescription  drug  costs 
with  a  multi-faceted  management  response,  with  a  mind  to  assuring  the  best  med- 
ical outcomes  and  value.  We  have  a  great  deal  of  experience  in  administering  a  drug 
benefit  and  believe  that  our  management  techniques  have  made  a  positive  dif- 
ference in  the  quality  and  value  of  the  benefit  we  offer,  and  could  be  applied  to  the 
design  of  a  Medicare  drug  benefit. 

We  have  utilized  pharmacy  benefit  managers  (PBMs)  to  help  effectively  purchase 
medications,  and  have  ensured  that  the  company  receives  the  benefits  of  their  nego- 
tiations through  very  explicit  performance  standards.  Our  contracts  with  PBMs  en- 
courage medically  appropriate  and  cost-effective  prescribing  and  dispensing  prac- 
tices. Among  the  tools  our  PBMs  use  are: 

•  Partners  for  Healthy  Aging:  An  enroUee/patient  and  physician  education 
effort  which  provides  information  on  issues  of  pharmaceutical  safety  and  use 
among  the  elderly 

•  Therapeutic  Interchange:  Contacts  with  physicians  to  encourage  use  of 
formulary  medications 

•  Physician  Profiling  and  Peer  Rating:  An  expansion  on  the  above  which 
provides  feedback  on  quality  and  utilization  performance 

•  Severe  Drug-Drug  Interaction  Edits:  On-line,  electronic  feedback  at  the 
time  of  dispensing  that  prevents  dispensing  drugs  that  could  represent  life- 
threatening  interactions.  This  situation  often  arises  when  an  enrollee  is  seeing 
more  than  one  physician  and  the  respective  physicians  are  not  aware  of  all  of 
the  drugs  the  enrollee  is  taking.  When  one  of  these  cases  arises,  the  pharmacist 
contacts  the  prescribing  physician  and  reviews  the  facts  of  the  case  before  dis- 
pensing the  potentially  conflicting  medication. 

•  Digestive  Health  Solutions:  Addresses  unique  concerns  of  patients  with 
gastro-intestinal  disease.  It  provides  educational  materials  to  enroUees  and  en- 
courages appropriate  prescribing  practices  by  physicians. 

•  Dose  Optimization:  Simplifies  the  dosing  regimen  for  patients  and  cap- 
italizes on  cost  savings  of  taking  one  pill  versus  two. 

•  Encourage  High  Quality,  Cost-Effective  Generic  Drug  Use:  When  an 
appropriate  generic  drug  is  available,  it  is  dispensed  unless  the  physician  speci- 
fies "dispense  as  written"  or  the  enrollee  requests  the  brand  drug.  If  the  brand 
drug  is  dispensed  at  the  enrollee  request,  the  enrollee  pays  the  difference  be- 
tween the  cost  of  the  generic  and  brand,  in  addition  to  the  normal  co-pay. 

GM's  Priorities  for  a  Medicare  Benefit 

GM  believes  that  all  Medicare  beneficiaries — both  seniors  and  eligible  people  with 
disabilities  alike — should  have  access  to  an  affordable,  meaningful  Medicare  drug 
benefit.  Notwithstanding  our  concerns  about  prescription  drug  costs,  we  regard  such 
coverage  as  necessary  because  in  many  cases,  prescription  drugs  are  the  most  clini- 
cally appropriate  and  cost-effective  treatment. 

We  therefore  believe  that  any  Medicare  drug  benefit  should  include  the  following 
four  components: 

•  First,  a  Medicare  drug  benefit  should  be  universal  in  nature.  All  Medicare 
beneficiaries  should  have  the  choice  of  an  affordable  drug  benefit.  The  Medicare 
program  has  largely  been  a  great  success,  representing  the  only  population  in 
this  nation  with  the  benefit  of  universal  coverage.  Virtually  every  private  in- 
surer for  the  under-65  population  recognizes  that  it  is  essential  to  have  a  pre- 
scription drug  benefit  for  quality  medical  care  today. 

•  Moreover,  the  distribution  of  seniors  without  prescription  drug  coverage  is 
not  limited  to  low-income  populations.  In  fact,  fully  half  of  those  seniors  without 
coverage  have  incomes  over  200  percent  of  the  poverty  level.  Further,  of  those 
seniors  who  do  have  coverage  today,  many  have  extremely  limited  coverage  or 
are  at  risk  of  losing  their  good  coverage  because  of  cost.  Addressing  this  prob- 
lem effectively,  therefore,  means  designing  a  universal  benefit. 


1  William  P.  Mercer.  Health  Benefit  Costs  Up  11.2%  in  2001— Highest  Jump  in  10  Years.  Na- 
tional Survey  of  Employer-Sponsored  Health  Plans  2001.  New  York:  William  P.  Mercer,  Inc. 
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•  Second,  a  Medicare  prescription  drug  benefit  should  be  meaningful  and  af- 
fordable to  both  beneficiaries  and  tsixpayers.  To  ensure  a  stable  and  accessible 
drug  benefit  that  is  voluntarily  chosen  by  all  beneficiaries,  it  will  be  necessary 
to  design  a  substantive  benefit  that  has  an  affordable  premium.  This  will  re- 
quire a  significant  investment  of  federal  dollars.  We  well  recognize,  however, 
that  Congress  has  to  achieve  a  bipartisan  consensus  around  what  level  of  fed- 
eral dollars  are  available  for  such  an  investment,  and  clearly  resources  are  not 
infinite.  This  underscores  the  importance  of  a  well-managed,  cost-effective  pre- 
scription drug  benefit. 

•  Third,  the  design  of  the  Medicare  prescription  drug  benefit  must  be  ori- 
ented to  achieve  positive  medical  outcomes  and  value.  Just  as  important  as  de- 
signing an  affordable,  meaningful,  and  universal  drug  benefit  is  managing  it 
well.  It  would  be  irresponsible  for  the  Congress  to  pass  a  drug  benefit  without 
significant  attention  towards  ensuring  that  the  benefit  is  cost-effectively  de- 
signed and  managed.  To  that  end,  the  benefit  should  be  designed  to  encourage 
appropriate  use  of  high-quality,  cost-effective  generic  medications,  require  cost- 
sharing  that  guards  against  excessive  and  inappropriate  utilization,  and  inte- 
grates state-of-the-art  pharmacy  management  techniques  that  ensure  the  use  of 
high-quality,  high-value  pharmaceuticals. 

•  Lastly,  a  prescription  drug  benefit  should  provide  incentives  for  employers 
who  are  already  financing  prescription  drug  coverage  for  Medicare-eligible  indi- 
viduals to  continue  to  do  so.  We  recognize  that  the  Congress  may  not  be  able 
to  afford  the  same  level  of  benefits  that  many  leading  corporations  provide  to 
their  beneficiaries,  but  it  should  provide  a  much-needed  floor  of  protection.  As 
such,  it  should  ensure  that  employers  and  health  plans  currently  providing  drug 
coverage  can  design  benefits  to  wrap  around  Medicare.  Or,  alternatively,  Medi- 
care should  provide  these  entities  with  direct  financial  subsidies  that  are  equiv- 
alent to  the  value  of  the  underlying  Medicare  benefit.  Such  policies  would  ap- 
propriately avoid  penaHzing  firms  who  have  generously  and  voluntarily  pro- 
vided such  coverage  and  slow  the  recent  trend  of  companies  withdrawing  their 
benefits  for  these  populations. 

Conclusion 

GM  well  recognizes  the  design,  financing,  and  other  challenges  the  Congress  faces 
in  constructing  and  passing  a  Medicare  prescription  drug  benefit.  There  are  few  do- 
mestic policy  issues  that  are  more  important  to  successfully  address.  We  hope  that 
our  experience,  as  well  as  our  support,  can  help  you  develop  and  pass  a  long-over- 
due Medicare  drug  benefit.  We  look  forward  to  working  with  you  in  the  days  and 
months  to  come. 


Mrs.  Johnson  OF  CONNECTICUT.  Thank  you  very  much,  Mr. 
Bradley.  Mr.  Gilmartin,  it  is  a  pleasure  to  see  you. 

STATEMENT  OF  RAYMOND  V.  GILMARTIN,  CHAIRMAN,  PRESI- 
DENT, AND  CHIEF  EXECUTIVE  OFFICER,  MERCK  &  CO.,  INC., 
WHITEHOUSE  STATION,  NEW  JERSEY 

Mr.  Gilmartin.  Thank  you,  Madam  Chairwoman  and  Members 
of  the  Committee.  I  am  pleased  to  have  this  chance  to  appear  today 
to  discuss  Medicare  prescription  drug  coverage. 

At  Merck,  we  beheve  it  is  not  enough  to  just  discover  medicmes, 
we  have  to  make  sure  these  medicines  get  to  those  who  need  them. 
Medicines  change  lives  and  increase  lifespans.  Medicines  can  now 
control  common  illnesses  in  later  life  that  once  meant  certain 
death,  such  as  diabetes  and  heart  disease.  Work  in  Merck  labora- 
tories today  holds  great  promise  for  creating  tomorrow's  medicmes, 
and  these  are  medicines  we  need  to  prevent  and  treat  Alzheimer's 
disease,  HIV/AIDS,  cancers,  depression,  and  other  illnesses  that 
can  rob  us  of  our  independence  and  prematurely  take  our  loved 
ones  from  us. 
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Sadly,  for  those  seniors  and  disabled  persons  without  good  drug 
coverage  who  cannot  afford  the  medicines  they  need,  the  promise 
of  medicines  is  unfulfilled.  These  people  also  lack  the  coordination 
of  care  that  comes  with  good  coverage.  Consequently,  they  may 
take  medicines  in  dangerous  combinations  or  dosages  that  actually 
jeopardize  their  health  and  quality  of  life. 

Our  seniors  deserve  better,  and  that  is  why  Merck  is  so  strongly 
committed  and  supports  action  this  year  to  add  prescription  drug 
coverage  to  Medicare,  along  with  other  changes  to  the  Medicare 
Program  to  improve  its  Administration  and  competitiveness,  as 
well  as  better  coordinate  care  around  the  patient. 

All  Medicare  beneficiaries  should  have  a  choice  of  private  sector 
comprehensive  health  plans  that  include  drug  coverage.  Those 
choosing  to  remain  in  the  traditional  Medicare  Program  should  be 
able  to  get  drug  coverage  through  competing  private  sector  pre- 
scription drug  plans. 

We  understand  that  a  critical  question  facing  this  Committee  is 
how  best  to  deliver  a  quality  prescription  drug  benefit  while  con- 
taining its  costs.  As  a  pharmaceutical  company,  we  hear  the  con- 
cerns of  employers,  governments,  and  ordinary  citizens  about  the 
cost  of  medicine.  As  a  provider  of  pharmaceutical  benefits  to  more 
than  65  million  Americans,  including  more  than  8  million  seniors 
through  our  subsidiary  Merck-Medco,  we  also  understand  the  chal- 
lenges of  cost  containment. 

We  believe  that  the  answer  to  cost  containment  and  that  ques- 
tion has  profound  implications,  not  only  for  taxpayers  and  Medi- 
care beneficiaries,  but  also  for  the  future  health  of  patients  and 
America's  research-based  pharmaceutical  industry. 

Merck  supports  allowing  providers  of  Medicare  prescription  drug 
benefits  to  use  a  full  range  of  clinically  appropriate  cost  contain- 
ment strategies.  Specifically,  Merck  supports  giving  competing  pri- 
vate prescription  drug  plans  the  ability  to  engage  in  tough  price  ne- 
gotiations with  pharmaceutical  companies.  Plans  must  have  the 
ability  to  encourage  the  use  of  the  most  cost  effective,  appropriate 
medicine,  whether  that  medicine  is  a  brand  or  a  generic. 

We  also  believe  that  prescription  drug  benefit  providers  who 
serve  Medicare  beneficiaries  should  have  financial  incentives  that 
ensure  that  they  fully  use  these  cost  containment  strategies.  The 
best  way  to  accomplish  this,  first,  is  to  have  prescription  plans 
compete  with  each  other  to  enroll  beneficiaries  based  on  quality 
and  premium  cost,  and  second,  to  put  these  plans  at  some  financial 
risk  to  contain  costs.  These  strategies  will  subject  our  medicines  to 
tough  scrutiny  and  ensure  that  their  price  reflects  their  value  in 
treating  disease  and  improving  health. 

We  are  encouraged  that  the  major  proposals  under  consideration 
for  providing  prescription  drug  coverage  to  Medicare  beneficiaries 
have  rejected  the  alternative  path  for  cost  containment,  govern- 
ment price  controls.  Having  government  officials  determine  which 
medicines  will  be  available  and  at  what  price  through  price  setting, 
reference  pricing,  mandatory  rebates,  or  other  bureaucratic  tools  is 
a  sure  path  to  impeding  pharmaceutical  research.  Throughout  the 
world,  price  controls  have  proven  ineffective  in  controlling  overall 
costs  or  improving  patient  health. 


81 


Madam  Chairwoman,  we  hope  that  the  Committee  will  look  to 
the  work  of  the  bipartisan  Medicare  Commission  as  the  best  guide 
to  needed  Medicare  modernization.  We  also  support  the  ideas  con- 
tained within  the  Breaux-Frist  plan,  this  Committee's  own  H.R. 
4680,  and  President  Bush's  Medicare  proposals.  These  are  strong 
building  blocks  for  action. 

At  Merck,  we  believe  it  is  possible  to  craft  a  Medicare  prescrip- 
tion drug  benefit  that  meets  the  needs  of  our  Nation's  seniors  and 
persons  with  disabilities  while  maintaining  an  environment  that 
rewards  success  in  new  drug  discovery.  Such  an  environment  will 
allow^  Merck  and  others  to  continue  to  lead  the  world  in  discovering 
the  medicines  that  improve  and  save  lives. 

Thank  you  again  for  this  opportunity  to  present  our  views  and 
I  look  forward  to  your  questions. 

[The  prepared  statement  of  Mr.  Gilmartin  follows:] 

Statement  of  Raymond  V.  Gilmartin,  Chairman,  President,  and  Chief 
Executive  Officer,  Merck  &  Co.,  Inc.,  Whitehouse  Station,  New  Jersey 

Mr.  Chairman,  Mr.  Rangel,  members  of  the  Committee,  I  am  pleased  to  have  this 
chance  to  appear  today  to  discuss  Medicare  prescription  drug  coverage. 

At  Merck,  we  beheve  that  it  is  not  enough  to  discover  new  medicines.  We  have 
to  make  sure  that  they  get  to  those  who  need  them. 

Medicines  change  Hves  and  increase  hfe  spans.  Medicines  can  now  control  com- 
mon illnesses  in  later  life  that  once  meant  certain  death,  such  as  diabetes  and  heart 
disease.  Work  in  Merck  laboratories  today  holds  great  promise  for  creating  tomor- 
row's medicines.  These  are  medicines  we  need  to  prevent  and  treat  Alzheimer's  dis- 
ease, HIV/AIDS,  cancers,  depression,  and  other  illnesses  that  can  rob  us  of  our  inde- 
pendence and  prematurely  take  our  loved  ones  from  us. 

Sadly,  for  those  seniors  and  disabled  persons  without  good  drug  coverage  who  can- 
not afford  the  medicines  they  need,  the  promise  of  medicines  is  imfulfilled.  These 
people  also  lack  the  coordination  of  care  that  comes  with  good  coverage.  Con- 
sequently, they  may  take  medicines  in  dangerous  combinations  or  at  dosages  that 
actually  jeopardize  their  health  and  quahty  of  life. 

Our  seniors  deserve  better.  That  is  why  Merck  so  strongly  supports  action  this 
year  to  add  prescription  drug  coverage  to  Medicare  along  with  other  changes  to  the 
Medicare  program  to  improve  its  Administration  and  competitiveness  as  well  as  bet- 
ter coordinate  care  around  the  patient. 

All  Medicare  beneficiaries  should  have  a  choice  of  private-sector  comprehensive 
health  plans  that  include  drug  coverage.  Those  choosing  to  remain  in  the  traditional 
Medicare  program  should  be  able  to  get  drug  coverage  through  competing,  private- 
sector  prescription  drug  plans. 

We  understand  that  a  critical  question  facing  this  Committee  is  how  best  to  de- 
liver a  quality  prescription  drug  benefit  while  containing  its  cost.  As  a  pharma- 
ceutical manufacturer,  we  hear  the  concerns  of  employers,  governments,  and  ordi- 
nary citizens  about  the  cost  of  medicines.  As  a  provider  of  pharmaceutical  benefits 
to  more  than  65  miUion  Americans,  including  more  than  eight  milhon  seniors, 
through  our  subsidiary  Merck-Medco,  we  also  understand  the  challenges  of  cost  con- 
tainment. 

We  believe  that  the  answer  to  the  cost  containment  question  has  profound  imph- 
cations,  not  only  for  taxpayers  and  Medicare  beneficiaries,  but  also  for  the  future 
health  of  patients  and  America's  research-based  pharmaceutical  industry. 

Merck  supports  allowing  providers  of  Medicare  prescription  drug  benefits  to  use 
a  full  range  of  chnically-appropriate,  cost  containment  strategies.  Specifically,  Merck 
supports  giving  competing,  private  prescription  drug  plans  the  ability  to  engage  in 
tough  price  negotiation  with  pharmaceutical  companies.  Plans  must  have  the  ability 
to  encourage  the  use  of  the  most  cost-effective,  appropriate  medicine — whether  that 
medicine  is  a  brand  or  a  generic. 

We  also  beheve  that  prescription  drug  benefit  providers  who  serve  Medicare  bene- 
ficiaries should  have  financial  incentives  that  ensure  that  they  fully  use  these  cost 
containment  strategies.  The  best  way  to  accomphsh  this  is,  first,  to  have  prescnp- 
tion  plans  compete  with  each  other  to  enroll  beneficiaries  based  on  quahty  and  pre- 
mium cost  and,  second,  to  put  these  plans  at  some  financial  risk  to  contain  costs. 
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These  strategies  will  subject  our  medicines  to  tough  scrutiny  and  ensure  that  their 
price  reflects  their  value  in  treating  disease  and  improving  health. 

We  are  encouraged  that  the  major  proposals  under  consideration  for  providing 
prescription  drug  coverage  to  Medicare  beneficiaries  have  rejected  the  alternative 
path  for  cost  containment — government  price  controls.  Having  government  officials 
determine  which  medicines  will  be  available  and  at  what  price,  through  price  set- 
ting, reference  pricing,  mandatory  rebates  or  other  bureaucratic  tools,  is  a  sure  path 
to  impeding  pharmaceutical  research.  Throughout  the  world,  price  controls  have 
proven  ineffective  in  controlling  overall  costs  or  improving  patient  health. 

Mr.  Chairman,  we  hope  that  the  Committee  will  look  to  the  work  of  the  Bipar- 
tisan Medicare  Commission  as  the  best  guide  to  needed  Medicare  modernization.  We 
also  support  the  ideas  contained  within  the  Breaux-Frist  plan,  this  Committee's  own 
H.R.  4680,  and  President  Bush's  Medicare  proposals.  These  are  strong  building 
blocks  for  action. 

At  Merck  we  believe  it  is  possible  to  craft  a  Medicare  prescription  drug  benefit 
that  meets  the  needs  of  our  nation's  seniors  and  persons  with  disabilities  while 
maintaining  an  environment  that  rewards  success  in  new  drug  discovery.  Such  an 
environment  will  allow  Merck  and  others  to  continue  to  lead  the  world  in  inventing 
the  medicines  that  improve  and  save  lives. 

Thank  you  again  for  this  opportunity  to  present  our  views  and  I  look  forward  to 
your  questions. 


Mrs.  Johnson  OF  CONNECTICUT.  Thank  you,  Mr.  Gilmartin. 
Mr.  Novelli? 

STATEMENT  OF  WILLIAM  D.  NOVELLI,  EXECUTIVE  DIRECTOR 
AND  CHIEF  EXECUTIVE  OFFICER,  AARP 

Mr.  Novelli.  Thank  you,  and  thank  you  for  inviting  AARP  to  ad- 
dress the  need  for  a  Medicare  prescription  drug  benefit. 

Comprehensive  prescription  drug  coverage  in  Medicare  this  year 
is  an  urgent  priority  for  our  35  milhon  Members  and  for  virtually 
all  Americans.  Prescription  drug  coverage  options  are  increasingly 
limited,  expensive,  unstable,  or  unavailable.  Our  Members  and 
their  families  need  a  meaningful  Medicare  benefit  that  is  affordable 
and  available  to  all  beneficiaries.  Many  beneficiaries  must  pay  for 
all  or  some  of  their  prescription  drugs  out  of  pocket,  and  those 
without  coverage  must  pay  top  dollar  for  their  drugs. 

The  challenge  of  crafting  a  voluntary  Medicare  drug  benefit  is 
considerable.  To  succeed,  it  must  be  a  workable  program,  and  that 
is  it  needs  to  attract  enough  enrollees  to  spread  risk  and  to  be  via- 
ble. It  needs  to  ensure  adequate  protection  for  those  with  high  drug 
costs,  include  assistance  for  low-income  seniors  and  the  disabled, 
and  provide  strong  cost  containment  measures  to  help  keep  the 
program  affordable  and  sustainable  over  time. 

We  clearly  recognize  the  budget  constraints,  and  they  are  greater 
than  last  year,  but  a  comprehensive  drug  benefit  will  require  a 
major  funding  commitment.  People  are  not  looking  for  a  free  ride. 
They  know  they  will  have  to  pay  their  share.  But  a  realistic  drug 
benefit  must  be  adequately  funded.  A  program  with  meager  bene- 
fits and  high  premiums  will  not  succeed  because  not  enough  bene- 
ficiaries will  voluntarily  enroll.  At  this  point,  it  is  not  clear  what 
an  affordable  benefit  will  ultimately  cost,  but  we  do  know  that  the 
proposals  offered  last  year  were  not  embraced  by  the  public. 

As  you  are  aware,  it  will  be  difficult  to  develop  a  workable  pack- 
age that  fits  within  the  House  budget  allocation,  but  we  intend  to 
look  at  what  this  Committee  proposes  as  well  as  other  proposals 
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with  an  open  mind.  We  will  bring  these  proposed  programs  to  our 
Members  to  get  their  reactions  and  responses.  We  will  continue  to 
listen  carefully  to  their  expectations.  We  will  inform  our  members 
about  what  seems  to  be  realistic  and  possible,  and  we  will  share 
their  views  with  you. 

There  are  two  additional  components  to  our  prescription  drug  po- 
sition. First,  we  recognize  that  cost  containment  is  an  important 
part  of  Medicare  drug  coverage.  For  a  benefit  to  be  affordable  and 
sustainable  over  time,  there  must  be  mechanisms  in  place  to  con- 
trol the  rapidly  rising  costs  of  prescription  drugs. 

In  order  to  contribute  to  cost  containment,  we  are  launching  this 
week  a  national  education  program  through  our  own  publications, 
the  general  media,  and  at  the  community  level,  aimed  at  our  Mem- 
bers and  the  public.  This  program  will  stress  the  wise  and  safe  use 
of  medications  with  an  emphasis  on  generic  drugs. 

I  would  like  to  call  your  attention  to  that  print  ad  on  the  easel 
over  there.  I  am  sure  you  cannot  read  it  from  where  you  are  sit- 
ting, but  it  says,  "Before  you  take  your  medicine,  take  this  advice," 
and  then  as  you  go  down,  the  top  one  says,  "Important,  take  ex- 
actly as  directed,  but  first,  call  around  and  compare  drug  prices." 
The  one  underneath  that,  "Avoid  paying  too  much  for  your  pre- 
scriptions. Generics  may  work  as  well  as  brand  names."  And  then, 
"Tell  your  physician  and  pharmacist  everything  you  are  taking. 
Some  medicines  do  not  interact  well."  And  finally,  "Do  not  let  ad- 
vertising sell  you  on  drugs  you  do  not  need.  Check  up  on  your  pre- 
scriptions." 

In  addition,  we  intend  to  become  actively  involved  in  litigation 
that  can  make  lower-price  generics  more  available  and  that  can  as- 
sist in  other  ways  to  contain  costs. 

Our  final  point  is  that  we  are  not  in  favor  of  funding  for  a  pro- 
vider giveback  package  before  agreement  is  reached  on  a  Medicare 
prescription  drug  benefit.  We  believe  that  providers  should  be  paid 
fairly,  but  it  is  not  appropriate  to  increase  provider  payments  with- 
out first  ensuring  that  older  Americans  get  the  drug  coverage  they 
need. 

We  stand  ready,  and  we  pledge  to  provide  assistance  in  every 
possible  way  that  we  can.  We  recognize  that  congressional  support 
is  needed  from  both  sides  of  the  aisle  and  from  the  Administration 
to  achieve  a  meaningful  Medicare  drug  benefit  for  all  beneficiaries. 
The  needs  of  older  and  disabled  Americans  who  lack  adequate  drug 
coverage  can  no  longer  go  unmet.  We  are  asking  Congress  to  act 
now.  Thank  you  very  much. 

[The  prepared  statement  of  Mr.  Novelli  follows:] 

Statement  of  William  D.  Novelli,  Executive  Director  and  Chief  Executive 

Officer,  AARP 

Mr.  Chairman  and  members  of  the  Committee,  I  am  Bill  Novelli,  Executive  Direc- 
tor and  CEO  of  AARP.  On  behalf  of  our  organization  and  its  35  million  members, 
I  want  to  thank  you  for  convening  this  hearing  and  for  continuing  your  efforts  to 
consider  approaches  for  adding  a  much  needed  prescription  drug  benefit  to  the 
Medicare  program. 

As  AARP  looks  toward  building  retirement  security  for  todays  older  Americans 
and  the  baby  boom  population,  we  beheve  no  person  is  economically  secure  without 
adequate  medical  insurance.  The  structure  of  retirement  security  is  no  longer  sim- 
ply the  "three-legged  stool"  of  Social  Security,  private  pensions,  and  personal  sav- 
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ings,  but  rather  four  pillars  consisting  of:  Social  Security,  pensions  and  savings, 
earnings,  and,  importantly,  stable,  affordable  and  adequate  health  insurance. 

Consequently,  now  more  than  ever,  Americans  of  all  ages  are  looking  to  Medi- 
care's guarantee  of  affordable  health  care  coverage  as  part  of  the  foundation  of  their 
retirement  planning.  But  there  is  a  serious  gap  in  Medicare's  protection — the  ab- 
sence of  reliable  prescription  drug  coverage. 

While  modem  medicine  increasingly  relies  on  drug  therapies,  the  benefits  of  these 
prescription  drugs  elude  more  Medicare  beneficiaries  every  day.  Drug  costs  continue 
to  rise  unabated.  Employer-based  retiree  health  coverage  is  eroding.  Managed  care 
plans  in  Medicare  have  scaled  back  their  drug  benefits.  The  cost  of  private  coverage 
is  increasingly  unaffordable.  State  programs  provide  only  a  limited  safety  net. 
Therefore,  the  need  for  a  Medicare  drug  benefit  for  all  beneficiaries  will  only  con- 
tinue to  grow. 

Given  the  prominence  of  drug  therapies  in  the  practice  of  medicine,  if  Medicare 
were  being  designed  today — rather  than  in  1965 — not  including  a  prescription  drug 
benefit  would  be  as  absurd  as  not  covering  doctor  visits  or  hospital  stays.  That  is 
one  of  the  reasons  why  ensuring  that  prescription  drug  coverage  is  included  in 
Medicare's  defined  benefit  package  is  AARP's  number  one  legislative  priority  this 
year.  Our  members  and  their  families  need  and  expect  a  meaningful  benefit  that 
is  affordable  and  available  to  all  beneficiaries.  They  expect  us  to  be  their  champion 
on  this  issue,  and  we  will  be. 

We  are  pleased  to  be  here  today  to  discuss  the  need  for  a  Medicare  prescription 
drug  benefit,  some  of  our  recommendations  for  moving  forward,  and  some  initial 
findings  of  the  public's  reaction  to  prescription  drug  proposals  as  well  as  comment 
on  the  President's  prescription  drug  proposal. 

The  Need  for  a  Medicare  Prescription  Drug  Benefit 

Increasing  need,  high  drug  prices,  and  inadequate  insurance  coverage  pose  serious 
problems  for  today's  Medicare  beneficiaries.  A  chronic  health  problem  necessitating 
new  and  expensive  prescription  drugs  can  quickly  deplete  a  retiree's  financial  re- 
sources. Even  a  beneficiary  who  has  planned  well  for  his  or  her  retirement  may  not 
be  prepared  for  drug  bills  that  exceed  several  hundred  dollars  a  month.  Further,  it 
is  important  to  note  that  support  for  making  a  prescription  drug  benefit  part  of 
Medicare  is  overwhelmingly  high  for  all  of  our  members.  Americans  of  all  ages  rec- 
ognize the  value  of  prescription  drug  coverage.  In  recent  polling  conducted  for 
AARP,  eight  in  ten  Americans  age  45  and  over  favor  making  prescription  drug  cov- 
erage part  of  Medicare.  Support  was,  in  fact,  greatest  among  the  younger  age  brack- 
ets. 

The  majority  of  Medicare  beneficiaries — not  just  those  with  low  incomes — need 
drug  coverage.  While  AARP  strongly  supports  additional  financial  assistance  in 
Medicare  for  low-income  individuals,  low-income  assistance  is  not  a  substitute  for 
a  prescription  drug  benefit  in  Medicare.  It  will  not  solve  the  problem  for  millions 
of  people  with  Medicare  who  are  unable  to  afford  their  medications.  Further,  be- 
cause AARP  opposes  means-testing  within  the  Medicare  program,  we  could  not  sup- 
port a  low-income-only  drug  benefit  unless  it  were  outside  of  Medicare. 

Because  of  Medicare's  current  lack  of  prescription  drug  coverage,  many  bene- 
ficiaries must  pay  for  all  or  some  of  their  prescription  drugs  out-of-pocket.  Although 
about  two-thirds  of  Medicare  beneficiaries  have  some  type  of  coverage  for  prescrip- 
tion dmgs,  this  figure  can  be  very  misleading.  The  principal  sources  of  coverage  that 
offer  a  prescription  drug  benefit — employer-based  retiree  coverage,  private  supple- 
mental coverage,  or  Medicare  HMOs — are  often  inadequate,  limited,  expensive,  and 
unstable.  Moreover,  many  Medicare  beneficiaries  do  not  have  continuous  prescrip- 
tion drug  coverage.  A  Commonwealth  study  released  earlier  this  year  reported  that 
nearly  42  percent  of  beneficiaries  lacked  drug  coverage  at  some  point  in  1998.  More 
recently,  a  new  study  published  by  Health  Affairs  reports  that  nearly  40  percent  of 
Medicare  beneficiaries  had  no  drug  coverage  in  the  fall  of  1999.  It  is  also  important 
to  understand  that  those  Medicare  beneficiaries  without  coverage  pay  top  dollar  for 
their  prescriptions  because  they  do  not  benefit  from  discounts  negotiated  by  third 
party  payers.  Most  of  those  currently  covered  by  insurance,  including  most  workers, 
benefit  from  such  discounted  prices. 

Let  me  give  you  some  illustrative  examples  of  how  middle  income  people  have  dif- 
ficulty in  obtaining  access  to  affordable  and  dependable  drug  coverage: 

•  A  retired  couple  has  significantly  saved  for  retirement  and  has  an  income 
of  $40,000  a  year.  Both  take  prescription  drugs  for  heart  disease  and  high  cho- 
lesterol and  the  wife  also  needs  medication  for  breast  cancer  and  osteoporosis. 
They  do  not  have  access  to  retiree  health  benefits  through  a  former  employer, 
there  are  no  Medicare+Choice  plans  available  in  their  area,  and  a  Medigap  plan 
offering  some  drug  coverage  would  cost  them  $260  a  month  each. 
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•  A  retired  couple  has  an  income  of  $30,000  a  year,  significantly  above  the 
threshold  for  Medicaid  and  most  state  and  private  pharmacy  assistance  pro- 
grams. They  have  prescription  drug  coverage  through  a  Medicare  HMO.  This 
year  they  learn,  however,  that  their  HMO  plans  to  terminate  its  contract  with 
Medicare,  effective  December  31.  There  are  no  other  Medicare  HMOs  in  their 
area,  and  while  they  can  afford  supplemental  insurance  and  are  guaranteed  ac- 
cess to  certain  Medigap  plans  (A,  B,  C,  and  F),  none  of  these  plans  include  drug 
coverage. 

•  A  75-year  old  widow  is  enrolled  in  a  Medicare  HMO  that  offers  drug  cov- 
erage. She  currently  has  prescriptions  for  a  cholesterol-lowering  medication  at 
$97.51  a  month  and  an  allergy  medication  at  $46.94  a  month.  While  initially 
her  drug  coverage  was  quite  generous,  this  year  her  drug  benefit  is  capped  at 
$300  a  year.  As  a  result,  she  basically  has  no  drug  coverage  for  three-quarters 
of  the  year. 

As  the  Committee  moves  forward  with  a  prescription  drug  proposal,  it  will  be  crit- 
ical to  judge  the  proposal  on  not  only  whether  it  could  improve  the  situation  for  peo- 
ple illustrated  in  the  examples  above,  but  also  if  it  is  both  affordable  and  attractive 
enough  to  yield  a  broad  risk  pool  and  viable  program. 

What  Older  Americans  Need 

Affordable  Drug  Coverage — Older  Americans  need  affordable  drug  coverage.  A 
voluntary  drug  benefit  needs  to  be  affordable  to  assure  enough  participation  to  avoid 
the  dangers  of  risk  selection.  The  government  contribution  will  need  to  be  sufficient 
to  yield  a  beneficiary  premium  that  is  affordable  and  a  benefit  design  that  is  attrac- 
tive to  the  majority  of  beneficiaries.  If  the  benefit  is  not  set  at  an  affordable  level, 
only  those  beneficiaries  who  have  high  risk  will  want  to  purchase  it.  This  will  lead 
to  a  risk  pool  composed  only  of  those  with  high  drug  costs,  and  program  costs  will 
escalate  rapidly  into  what  is  often  referred  to  as  an  "insurance  death  spiral."  This 
is  not  simply  a  matter  of  what  beneficiaries  would  like  to  pay,  it  is  an  issue  of  how 
to  assure  fiscal  viability  of  the  risk  pool.  Medicare  Part  B  is  a  model  in  this  regard. 

The  Part  B  benefit  is  voluntary  on  its  face,  but  Medicare's  contribution  toward 
the  cost  of  the  benefit  elicits  virtually  universal  participation.  Actuarial  work  done 
for  AARP  last  year  by  the  William  M.  Mercer  Company  that  we  shared  with  the 
Committee  identified  the  keys  to  success  for  a  Medicare  prescription  drug  benefit: 

•  develop  a  benefit  design  that  will  encourage  participation  by  a  broad  range 
of  beneficiaries  in  order  to  spread  risk; 

•  ensure  clear  and  concise  communication  to  improve  participation; 

•  balance  the  breadth  of  coverage  and  beneficiary  premium; 

•  implement  cost-containment  techniques;  and 

•  limit  the  enrollment  period. 

Dependable  Drug  Coverage — Older  Americans  also  need  dependable  drug  cov- 
erage. Current  prescription  drug  coverage  options  are  not  reliable.  For  example, 
beneficiaries  who  obtain  prescription  drug  coverage  from  their  former  employer  are 
finding  that  coverage  to  be  unstable.  Retiree  health  benefits  that  include  prescrip- 
tion drug  coverage  are  becoming  more  scarce.  While  an  estimated  40  percent  of  em- 
ployers with  500  or  more  employees  offered  retiree  medical  coverage  in  1993,  only 
23  percent  did  so  in  2001.  Of  those  employers  who  offered  retiree  medical  benefits, 
21  percent  did  not  ofier  drug  coverage  to  Medicare  eligible  retirees. 

In  addition,  beneficiaries  who  have  drug  coverage  through  Medicare  HMOs  cannot 
depend  on  having  this  coverage  from  year  to  year,  as  plans  can  change  benefits  on 
an  annual  basis  or  even  terminate  participation  in  Medicare.  For  example,  this  year 
many  beneficiaries  in  Medicare-i-Choice  plans  are  living  through  abrupt  changes  in 
their  prescription  drug  coverage  that  they  did  not  foresee  when  they  enrolled.  Some 
of  the  most  visible  of  these  changes  include: 

•  Increasing  premiums.  Over  the  past  few  years,  more  and  more 
Medicare+Choice  plans  have  been  charging  premiums  for  their  coverage,  and 
those  premiums  are  escalating.  For  example,  between  2001  and  2002,  the  per- 
centage of  Medicare  HMO  enrollees  with  zero  premiums  declined  from  47  to  39 
percent.  This  year,  nearly  one-third  of  Medicare  HMO  enrollees  (32  percent)  will 
have  basic  premiums  over  $50  compared  to  14  percent  in  2001. 

•  Higher  cost-sharing— UnHke  the  1990s,  all  Medicare  HMOs  that  offer  pre- 
scription drugs  are  charging  copays  for  prescription  drugs  and  the  average  ben- 
eficiary copay  has  increased  significantly. 

•  Decreasing  benefit— More  plans  are  lowering  the  annual  cap  on  the  typical 
Medicare+Choice  drug  benefit.  While  in  1999  10.6  percent  of  Medicare  HMOs 
had  an  annual  cap  of  $500  or  less  on  their  drug  benefit,  20.6  percent  of  plans 
had  a  $500  cap  in  2000. 
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•  Loss  of  benefit — Over  the  last  few  years,  several  Medicare+Choice  plans 
have  dropped  their  prescription  drug  benefit  entirely.  While  88  percent  of  Medi- 
care HMOs  offered  some  drug  coverage  in  1999,  that  number  declined  to  63  per- 
cent in  2001.  Although  Medicare+Choice  has  provided  beneficiaries  with  an  op- 
portunity for  drug  coverage,  the  volatility  of  the  Medicare+Choice  market  has 
made  that  coverage  unpredictable  and  unstable  from  year  to  year. 

AARP  Recommendations 

Adequate  Funding — ^AARP  knows  that  to  craft  the  kind  of  prescription  drug  cov- 
erage that  beneficiaries  will  find  affordable  and  reliable — and  will  thus  voluntarily 
choose  to  sign  up  for — will  require  a  sizable  commitment  of  federal  dollars.  We  also 
recognize  that  budget  constraints  are  greater  than  last  year.  But  while  the  budget 
situation  changes  from  year  to  year,  the  situation  facing  millions  of  older  and  dis- 
abled persons  who  cannot  afford  the  drugs  they  need  continues  to  worsen,  and  con- 
stitutes a  health  care  and  financial  emergency  that  cannot  continue  to  be  ignored. 

We  do  not,  at  this  point,  have  an  estimate  of  what  an  adequate  drug  benefit  will 
cost.  We  know  the  plans  costing  $300  billion  offered  last  year  did  not  find  public 
acceptance.  However,  we  believe  the  new  CBO  estimates  for  drug  proposals  that  in- 
clude beneficiary  monthly  premiums  starting  in  the  $50,  $60,  and  $70  range  will 
not  yield  an  acceptable  benefit.  We  believe  Congress  and  this  Committee  should 
focus  on  the  design  of  a  sustainable  benefit  that  will  work  for  beneficiaries  and  re- 
main flexible  as  to  the  projected  cost. 

That  is  why  in  our  budget  recommendation  we  asked  Congress  to  renew  its  com- 
mitment fi"om  last  year,  adjust  it  for  inflation  and  another  year  of  coverage,  and  ear- 
mark $350  billion  for  prescription  drugs  and  reforms  that  strengthen  the  program. 
However,  because  we  believe  that  even  this  level  of  funding  is  inadequate  to  pay 
for  what  our  members  would  consider  an  adequate  and  affordable  benefit,  we  also 
recommended  that  Congress  create  a  reserve  fund  of  about  $400  billion,  or  an 
amount  roughly  equal  to  the  amount  of  the  10-year  surplus  in  the  Medicare  Hos- 
pital Insurance  (HI)  Trust  Fund.  A  majority  of  the  respondents  to  our  recent  poll 
favored  borrowing  from  the  Medicare  surplus  to  pay  for  a  prescription  drug  benefit. 
The  range  created  by  the  $350  billion  commitment  based  on  last  year,  plus  the 
roughly  $400  billion  reserve  fund,  will  give  the  Congress  the  flexibility  it  needs  to 
craft  a  prescription  drug  benefit  that  beneficiaries  will  perceive  as  having  real  value. 

Priority  for  drugs — In  addition  to  our  prescription  drug  recommendation,  we 
also  have  said  that  it  would  be  inappropriate  to  use  Medicare  or  Social  Security  sur- 
plus dollars  to  increase  provider  payments  without  first  ensuring  that  older  Ameri- 
cans get  the  prescription  drug  coverage  they  need.  Our  members  would  not  under- 
stand why  Congress  could  find  money  to  help  providers  but  not  to  meet  their  in- 
creasing prescription  drug  needs.  Further,  every  dollar  for  a  "givebacks"  package 
means  one  less  available  dollar  for  a  Medicare  prescription  drug  benefit.  And  any 
giveback  package  that  increases  Medicare  Part  B  spending  will  increase  beneficiary 
premiums  because  monthly  premiums  represent  25  percent  of  Part  B  costs.  We, 
therefore,  would  strongly  oppose  funding  for  a  givebacks  package  before  agreement 
is  reached  on  a  Medicare  prescription  drug  benefit. 

Cost  Containment — We  recognize  that  strong  and  effective  cost  containment 
measures  are  a  necessary  part  of  a  Medicare  prescription  drug  benefit.  In  order  for 
a  drug  benefit  to  be  sustainable  over  the  long  run,  mechanisms  must  be  in  place 
to  control  the  rising  costs  of  prescription  drugs.  AARP  actively  supports  solid  cost 
containment  methods  as  long  as  patient  safety  and  well-being  is  not  compromised 
and  access  to  needed  prescription  drugs  is  not  impeded.  Therefore,  we  support  the 
use  of  formularies,  such  as  a  3-tiered  approach,  as  long  as  they  are  developed  in 
a  responsible  manner  and  include  an  exceptions  process. 

We  also  support  the  responsible  promotion  of  generic  drugs  as  one  effective  cost 
containment  tool  in  a  Medicare  benefit.  In  fact,  because  we  believe  both  the  govern- 
ment and  the  consumer  have  an  important  role  to  play  in  helping  to  control  costs, 
AARP  is  rolling  out  a  national  public  education  campaign,  beginning  this  month,  to 
educate  our  members  and  the  public  at  large  about  the  wise  use  of  medications — 
including  generic  drugs.  We  will  encourage  our  members  to  talk  with  their  doctors 
and  pharmacists  to  reduce  unnecessary  costs  associated  with  use  of  medications. 

In  addition  to  these  cost  containment  methods,  we  also  would  like  to  work  with 
the  Congress  in  other  efforts  to  control  drug  costs,  including  correcting  the  current 
AWP  pricing  structure  and  stopping  abuse  of  current  drug  patent  laws.  AARP  has 
already  begun  to  pursue  the  need  to  correct  abuse  of  drug  patents  through  the 
courts.  AARP  intends  to  be  involved  in  litigation  against  certain  brand  and  generic 
companies  that  made  agreements  that  delayed  the  entry  of  a  generic  drug  into  the 
market  and  in  litigation  against  a  brand  name  drug  company  that  unfairly  extended 
its  patents  to  forestall  its  generic  competition. 
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Initial  Reactions  to  Drug  Proposals 

We  have  asked  our  members  and  the  general  pubHc  what  kind  of  benefit  package 
would  generate  the  kind  of  high  level  of  participation  necessary  for  a  viable  benefit, 
and  we  have  learned  the  following  thus  far: 

•  Beneficiaries  will  generally  perform  what  we  call  the  "kitchen  table  test" 
in  determining  whether  they  would  purchase  a  new  voluntary  drug  benefit. 
That  is,  they  will  likely  calculate  their  current  prescription  drug  costs,  their 
Medicare  premium  ($54  a  month  in  2002  and  rising  to  $104.90  in  2012),  any 
drug  coverage  they  might  have,  and  their  present  financial  situation,  to  deter- 
mine whether  a  proposed  benefit  is  a  real  value  for  them. 

•  Medicare  beneficiaries  are  willing  to  pay  their  fair  share  for  a  solid  pre- 
scription drug  benefit,  but  the  premium  and  coinsurance  must  be  reasonable. 
We  know,  for  instance,  that  beneficiaries  would  not  be  likely  to  enroll  in  a  pre- 
scription drug  plan  with  a  premium  of  $50  a  month. 

•  While  the  amount  of  the  beneficiary  premium  drives  the  equation,  our 
members  also  look  at  the  program  design  features  in  combination  with  one  an- 
other. This  means  it  is  difficult  to  simply  assess  a  single  component  of  a  pack- 
age. For  instance,  some  beneficiaries  might  look  more  favorably  on  a  higher 
level  of  coinsurance  if  the  premium  was  lower,  or  vice  versa.  In  a  recent  poll 
conducted  for  AAKP  of  885  individuals  age  45  and  over,  only  one-third  of  those 
65  and  over  would  be  likely  to  participate  in  a  prescription  drug  plan  that  in- 
cluded: a  $35  monthly  premium,  50%  coinsurance,  a  $200  annual  deductible, 
and  a  $4,000  stop  loss.  Clearly,  this  low  level  of  voluntary  participation  is  not 
enough  to  create  a  broad  risk  pool  and  sustainable  program. 

•  Most  Medicare  beneficiaries  are  concerned  about  the  unpredictabihty  of 
health  care  costs  and  want  to  know  what  they  will  be  expected  to  pay  out-of- 
pocket.  This  makes  real  catastrophic  stop-loss  protection  that  limits  out-of-pock- 
et costs  an  important  component  of  any  package.  We  know  from  past  experience 
that  a  $6,000  catastrophic  stop-loss  is  viewed  by  beneficiaries  as  too  high,  and 
even  a  $4,000  cap  is  not  viewed  as  providing  meaningful  benefit  protection.  For 
example,  if  there  were  a  $4,000  cap  included  in  a  benefit  that  also  imposed  50 
percent  beneficiary  co-insurance,  a  beneficiary  would  have  to  incur  $8,000  (and 
a  couple  $16,000)  in  prescription  drug  costs  before  the  stop-loss  protection 
would  kick  in.  With  the  majority  of  beneficiaries  earning  less  than  $25,000  a 
year,  those  figures  are  not  seen  as  providing  realistic  protection. 

We  reahze  that  some  on  the  Committee  may  believe  that  we  are  asking  for  a 
"Cadillac  plan,"  however,  we  emphasize  we  are  bringing  to  you  what  our  members 
are  telling  us  they  need  and  expect  to  join  a  voluntary  drug  benefit.  We  will  con- 
tinue to  tiy  to  educate  our  members  about  what  is  realistic  and  seek  the  views  of 
current  and  future  members  on  specific  design  packages.  We  will  be  happy  to  work 
with  the  Committee  as  your  proposals  are  developed  to  test  our  members'  reactions. 

As  for  the  President's  FY  2003  budget  request  and  proposal  to  modernize  Medi- 
care that  was  released  at  the  start  of  the  year,  AAEP  is  pleased  that  the  President 
continues  to  make  Medicare  prescription  drug  coverage  a  priority  for  his  Adminis- 
tration and  has  indicated  his  willingness  to  work  with  the  Congress  on  this  issue, 
but  we  believe  that  the  dollar  amount  proposed  is  insufficient  to  provide  an  afford- 
able and  meaningful  dmg  benefit  for  all  Medicare  beneficiaries.  We  also  have  raised 
several  questions  about  how  the  various  components  of  the  proposal  would  help  peo- 
ple with  Medicare. 

In  particular,  we  have  raised  questions  about  $77  bilUon  earmarked  for  low-in- 
come drug  coverage.  The  budget  proposes  an  enhanced  federal  match  to  enable 
states  to  cover  drug  costs  for  Medicare  beneficiaries  between  100  and  150  percent 
of  poverty. 

However,  the  Administration's  proposal  does  not  provide  details  on  how  the  pro- 
posed targeted  low-income  assistance  would  be  used  (e.g.,  in  Medicaid  expansions 
or  state  pharmacy  assistance  programs),  how  this  effort  would  improve  the  current 
patchwork  of  dmg  assistance  available,  and  how  many  people  would  actually  be 
helped.  Further,  the  Administration's  budget  leaves  open  the  question  of  whether 
states  that  could  not  raise  their  Medicaid  thresholds  would  be  ehgible  for  the  new 
enhanced  federal  match  between  100  to  150  percent  of  poverty. 

The  Administration's  proposal  also  does  not  prevent  "dollar  trading"  by  the  states 
that  already  have  higher  thresholds.  The  end  result  for  $77  bilhon  in  federal  fund- 
ing could  be  little  or  no  extension  of  prescription  drug  protections  for  more  needy 
seniors  than  are  being  served  now. 

The  President's  budget  also  includes  the  Administration's  proposal  to  implement 
a  Medicare  drug  discount  card  that  would  give  beneficiaries  immediate  access  to 
drug  discounts  and  other  pharmacy  services. 
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AARP  is  working  with  the  Administration  as  it  continues  to  refine  its  drug  dis- 
count card  proposal.  There  are  several  issues  that  we  will  try  to  clarify  and  some 
consumer  protections  we  will  try  to  add,  including:  defining  what  constitutes  a  "sub- 
stantial" discount,  obtaining  firm  details  on  how  manufacturer  discounts  will  be  dis- 
closed and  passed  on  to  consumers,  assuring  that  consumers  can  compare  drug  card 
discoimt  rates  to  actual  retail  prices,  and  making  sure  drug  cards  help  consumers 
get  generic  drugs  whenever  they  are  medically  appropriate  and  the  least  costly  op- 
tion. 

However,  AARP  is  encouraged  that — unlike  current  industry  card  proposals — the 
President's  proposed  discount  card  is  designed  to  establish  the  drug  card  program 
as  a  building  block  for  a  full  Medicare  drug  benefit.  We  emphasize,  however,  that 
neither  the  Administration's  discount  card  nor  the  current  industry  cards  are  a  sub- 
stitute for  a  real  drug  benefit. 

We  also  believe  that  while  the  actugJ  discounts  would  be  relatively  modest,  the 
President's  discount  card  program  would  provide  at  least  some  help  to  beneficiaries 
in  buying  the  drugs  they  need.  It  could  provide  important  safeguards  to  improve  the 
appropriate  use  of  prescription  drugs,  and  this  could  help  avoid  unnecessary  health 
care  costs  due  to  drug  interactions,  mis-medications,  or  poor  compliance.  It  also,  im- 
portantly, would  help  the  federal  government  learn  valuable  lessons  about  the  phar- 
macy benefit  managers  (PBMs)  that  run  discount  card  programs  and  are  included 
as  the  delivery  system  in  virtually  every  drug  benefit  proposal  before  Congress.  As 
a  result,  it  will  help  the  Medicare  program  become  more  familiar  with  how  PBMs 
and  drug  benefit  programs  work. 

Finally,  we  are  concerned  that  the  limited  amount  of  funding  in  the  Administra- 
tion budget  for  both  drug  coverage  and  other  program  changes  is  insufficient  to  add 
a  meaningful  drug  benefit  and  strengthen  the  program  for  current  and  future  bene- 
ficiaries. 

AARP  supports  efforts  to  modernize  the  Medicare  program.  Clearly,  the  creation 
of  a  prescription  drug  benefit  that  is  available  in  all  Medicare  options  is  the  most 
significant  improvement,  but  other  changes  are  also  important  and  would  serve 
beneficiaries  and  the  program  well.  For  instance,  most  private  health  insurance 
plans  offer  a  cap  on  out-of-pocket  expenses,  yet  there  is  no  such  limit  in  the  Medi- 
care program.  Creating  an  out-of-pocket  cap  for  services  currently  covered  by  Medi- 
care Parts  A  and  B  would  not  only  bring  Medicare  more  in  line  with  what  individ- 
uals under  the  age  of  65  currently  have,  but  would  also  make  the  program  more 
affordable  for  beneficiaries. 

AARP  also  remains  open  to  the  possibility  of  combining  the  Part  A  and  B  deduct- 
ible, provided  it  is  structured  to  be  affordable  and  does  not  produce  beneficiary 
"sticker  shock."  Since  most  beneficiaries  meet  the  annual  $100  Part  B  deductible 
but  significantly  less  meet  the  Part  A  hospital  deductible,  a  combined  and  increased 
deductible  will  affect  the  majority  of  beneficiaries.  We  are  opposed,  however,  to 
merging  the  Part  A  and  B  Trust  Funds.  The  new  solvency  measure  included  in  the 
President's  budget,  and  suggested  in  the  recent  Medicare  Trustees'  Report,  appears 
to  indicate  that  Medicare  should  be  financed  wholly  from  its  Trust  Funds.  That  is, 
its  financing  should  come  predominantly,  if  not  exclusively,  from  pajrroU  taxes  and 
beneficiary  contributions,  with  little  or  no  contribution  from  general  revenues.  This 
would  represent  a  radical  shift  in  funding  for  the  Medicare  program.  The  impact  of 
such  a  shift  would  be  to  significantly  increase  beneficiaries'  costs  for  Medicare,  re- 
duce provider  payments,  or  a  combination  of  both. 

Conclusion 

AARP  is  pleased  that  the  Committee  is  examining  the  issue  of  a  Medicare  pre- 
scription drug  benefit  and  is  developing  a  proposal.  The  work  you  are  embarking 
upon  is  extremely  challenging;  it  is  also  immensely  important  to  millions  of  Ameri- 
cans who  take  prescription  medications.  It  is  our  hope  that  today's  hearing  will  help 
focus  attention  on  the  need  for  an  affordable  and  dependable  Medicare  prescription 
drug  benefit  for  all  beneficiaries. 

Our  members  believe  that  Congress  should  be  able  to  work  across  party  lines  to 
enact  and  begin  to  implement  an  affordable  Medicare  drug  benefit.  We  pledge  to  you 
that  we  will  provide  assistance  in  every  way  we  can  to  work  with  members  on  both 
sides  of  the  aisle  and  to  promote  a  meaningful  and  broadly  supported  Medicare  pre- 
scription drug  benefit.  We  also  know  that  our  members  will  not  accept  failure  or 
delay.  The  needs  of  older  and  disabled  Americans  who  lack  adequate  drug  coverage 
can  no  longer  go  unheeded.  We  call  on  Congress  to  act  now.  A  prescription  drug  ben- 
efit in  Medicare  is  an  urgent  priority  for  our  members  and  for  the  American  people. 
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ADDENDUM 

Perceptions  of  a  Medicare  Rx  Plan  Among  the  Public  Aged  45+  Selected 

Findings 

•  Eight  in  ten  Americans  aged  45  and  over  favor  making  prescription  drug 
coverage  part  of  the  Medicare  system.  67%  strongly  favor  this  benefit. 

•  Almost  eight  in  ten  Americans  aged  45+  consider  providing  a  Medicare  pre- 
scription drug  benefit  to  be  an  extremely  or  very  important  priority  for  the 
President  and  Congress. 

•  A  majority  of  Americans  aged  18  to  64,  and  48%  of  Americans  aged  65+, 
favor  borrowing  from  the  Medicare  Trust  Fund  surplus  to  finance  a  Medicare 
prescription  drug  benefit.  Lower  percentages  among  all  age  groups  favor  bor- 
rowing from  Social  Security  Trust  Fund  surpluses  to  finance  a  Medicare  pre- 
scription drug  benefit. 

•  Respondents  aged  65  or  older  (22%)  are  less  willing  than  those  between  the 
ages  of  45  to  64  (29%)  to  pay  a  $35  monthly  premium  for  a  Medicare  prescrip- 
tion drug  benefit  that  has  a  $200  deductible,  pays  for  50%  of  the  cost  of  pre- 
scriptions, and  has  a  catastrophic  coverage  cap  of  $4,000.  Overall,  27%  of  Amer- 
icans aged  45+  are  willing  to  pay  a  $35  monthly  premium  for  this  coverage. 

•  Of  the  61%  of  Americans  aged  65+  who  identified  a  premium  amount  less 
than  $35,  one-quarter  (or  15%  of  all  respondents  aged  65+)  said  they  would  pay 
the  $35  premium  when  asked  directly  if  they  would  be  willing  to  pay  that 
amount  for  coverage. 

•  While  41%  of  the  public  aged  45+  would  be  likely  to  participate  in  the 
above  Medicare  prescription  drug  plan,  only  33%  of  those  aged  65+  would  par- 
ticipate. Almost  half  (47%)  of  those  aged  45  to  54,  and  41%  of  those  55  to  64, 
say  they  would  be  likely  to  participate  in  this  plan. 

•  Americans  aged  65+  with  prescription  drug  coverage  are  less  likely  to  par- 
ticipate in  this  plan  than  those  without  coverage.  However,  the  lack  of  prescrip- 
tion drug  coverage  may  not  be  a  factor  in  whether  or  not  a  person  would  partici- 
pate in  this  plan  since  individuals  aged  65+  with  no  coverage  are  split  as  to 
whether  they  would  participate — 42%  would  be  likely  to  participate  in  this  plan 
while  39%  would  not  be  likely  to  participate. 

•  The  role  existing  coverage  plays  in  individuals'  decision  to  participate  in 
this  plan  is  complicated  by  the  fact  that  monthly  out  of  pocket  prescription  drug 
expenses  are  also  related  to  whether  or  not  individuals  aged  65+  will  accept  the 
plan.  Majorities  of  people  aged  65+  (54%)  without  prescription  drug  coverage 
and  with  current  monthly  average  out  of  pocket  drug  expenses  of  $60  or  more 
are  likely  to  accept  the  plan. 

•  Among  individuals  aged  65+  who  have  prescription  coverage,  out  of  pocket 
drug  expenses  are  also  a  factor  in  whether  or  not  they  will  accept  this  plan. 
Almost  four  in  ten  (38%)  of  those  aged  65+  with  drug  coverage  but  with  cun^ent 
average  monthly  out  of  pocket  expenses  of  $60  or  more  are  likely  to  accept  this 
plan.  Only  23%  of  the  65+  population  with  drug  coverage  and  monthly  out  of 
pocket  expenses  lower  than  $60  are  likely  to  accept  this  plan. 

Methodology 

Reed  Haldy  Mcintosh  collected  the  data  contained  in  this  survey  for  AARP 
through  the  Market  Facts  Telenation  omnibus  survey  conducted  March  1  through 
March  3,  2002.  All  questions  in  the  survey  were  asked  of  those  aged  45  and  over 
(n=885),  with  the  exception  of  questions  10  and  11  which  were  asked  of  all  age 
groups  (18+)  in  the  omnibus  (n=2,000).  The  margin  of  error  for  this  survey  is  +/- 
3.5  percentage  points. 
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Mrs.  Johnson  OF  CONNECTICUT.  Thank  you,  Mr.  Novelli. 
Mr.  Rector? 

STATEMENT  OF  JOHN  M.  RECTOR,  SENIOR  VICE  PRESIDENT, 
GOVERNMENT  AFFAIRS,  AND  GENERAL  COUNSEL,  NA- 
TIONAL COMMUNITY  PHARMACISTS  ASSOCIATION,  ALEXAN- 
DRIA, VIRGINIA 

Mr.  Rector.  We  certainly  appreciate  the  opportunity  to  present 
our  views  on  comprehensive  Medicare  reform  this  morning,  now 
this  afternoon.  We  represent  25,000  independent  pharmacies,  not 
the  pubhcly-held  pharmacies,  we  provide  about  half  the  Nation's 
prescriptions. 

We  hope  that  the  benefit  will  include,  in  addition  to  coverage  of 
the  product,  coverage  of  pharmacists'  professional  services.  I  would 
like  to  emphasize  that  only  when  the  drugs  are  used  properly  do 
they  have  the  value  that  has  already  been  noted  by  several  wit- 
nesses this  morning. 

I  would  like  to  touch  on  several  very  specific  aspects  of  the  recent 
legislation  you  considered  2  years  ago.  First,  we  consider  our  busi- 
nesses to  be  highly  efficient.  They  have  less  than  a  30-percent 
gross  margin,  less  than  a  pre-tax  2-percent  net  profit,  and  we  need 
to  remind  the  Committee  and  others  that  we  are  also  private  sec- 
tor. 

I  know  the  debate  that  developed  has  substituted  choice  of  plan 
for  choice  of  provider,  and,  of  course,  that  is  the  kind  of  approach 
that  concerns  the  small  businesses  that  we  represent.  We  think  the 
Committee  should  allow  seniors  to  select  the  pharmacy  of  their 
choice  and  not  allow  the  insurance  industry  or  their  PBMs  to  sub- 
stitute your  constituents'  choice  of  pharmacy.  I  note  that  24  Mem- 
bers of  the  Committee  are  in  States  that  have  laws  that  guarantee 
choice  of  pharmacy  to  consumers,  including  seniors,  and  we  cer- 
tainly urge  that  you  not  preempt  those  State  statutes. 

Relatedly,  so  often  in  the  dialog  in  the  last  several  years  we  have 
seen  reference  to  the  fact  that  PBMs,  insurance  companies,  and 
others  negotiate  with  pharmacies.  The  literature  is  replete  with 
this.  I  know  testimony  after  testimony  before  the  Committee 
stresses  the  value  of  maintaining  the  PBMs'  ability  to  negotiate 
with  pharmacies.  I  am  here  today  to  stress  as  emphatically  as  pos- 
sible, that  we  do  not  have  the  ability  to  negotiate  with  these  PBMs. 
That  is  a  fiction.  We  are  given  "take  it  or  leave  it"  contracts  with 
no  choice  whatsoever  regarding  the  terms  of  those  contracts. 

So,  naturally,  one  of  the  things  we  would  like  the  Committee  to 
seriously  consider  is  to  include  the  ability,  as  several  bills  that 
have  been  introduced,  at  least  in  the  Senate,  have,  to  allow  the 
pharmacies  to  actually  negotiate  their  deal  on  behalf  of  themselves 
and  their  consumers  with  the  PBMs  and  not  just  have  us  accept 
whatever  it  is  that  these  intermediaries  decide  is  best  for  our  bot- 
tom line.  It  is  usually  best  for  their  bottom  line  and  not  at  all  good 
for  our  bottom  line. 

We  would  like  the  Committee  to  seriously  consider  not  penaUzing 
seniors  when  they  want  to  continue  to  go  to  their  local  pharmacy 
and  decline  to  utilize  the  mail  order  option.  We  have  seen  so  fre- 
quently provisions  that  incentivize  our  competitors:  the  mail  order 
pharmacists  and  pharmacies.  If  they  have  something  to  offer,  fine, 
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but  we  do  not  see  a  need  to  tilt  the  equation  in  favor  of  their  busi- 
nesses. 

Interestingly  enough,  those  are  very  highly  profitable  businesses. 
Because  of  rebating  and  other  factors,  the  PBMs  make  substan- 
tially more  profit  on  the  mail  order  prescriptions  that  they  fill,  usu- 
ally through  their  own  companies,  or  with  other  companies  under 
contracts.  They  make  more  money  on  the  mail  order  prescriptions 
they  fill  than  they  do  in  the  insured  prescriptions  that  are  filled 
in  a  local  pharmacy. 

We  would  urge  the  Committee  to  carefully  assess  precisely  what 
it  is  that  the  PBMs  do  to  provide  the  alleged  savings  that  the  de- 
bate so  often  has  raised.  We  are  fairly  skeptical  about  the  savings. 
We  see  them  taking  dollars  from  our  pocket  and  putting  it  into 
theirs  and  do  not  necessarily  see  the  employers  or  government,  for 
that  matter,  benefiting  from  their  activities. 

We  think  you  should  investigate  the  extent  to  which  these  enti- 
ties are  regulated  under  State  law.  Very  likely,  they  are  not.  Geor- 
gia just  this  week  was  the  first  State  to  specifically  regulate  the 
PBMs. 

Lastly,  we  urge  that  you  review  very  carefully  the  growing 
amount  of  litigation  being  brought  by  employers,  by  patients,  by 
health  plans,  and  by  pharmacists  against  these  PBMs  for  violations 
of  their  fiduciary  responsibilities  to  each  of  those  respective  cat- 
egories. 

In  closing,  I  noted  in  the  Secretary  Thompson's  testimony  that  he 
said  that  they  had  little  experience  with  PBMs.  Frankly,  our  Mem- 
bers would  like  to  guarantee  that  continues  to  be  the  case.  Thank 
you. 

[The  prepared  statement  of  Mr.  Rector  follows:] 

Statement  of  John  M.  Rector,  Senior  Vice  President,  Government  Affairs, 
and  General  Counsel,  National  Community  Pharmacists  Association,  Al- 
exandria, Virginia 

Mr.  Chairman,  Members  of  the  Committee: 

I  am  John  M.  Rector,  I  serve  as  Senior  Vice  President  Government  Affairs  and 
General  Counsel  for  the  National  Community  Pharmacists  Association. 

The  National  Community  Pharmacists  Association  (NCPA)  represents  more  than 
25,000  independent  pharmacies,  where  over  75,000  pharmacists  dispense  more  than 
50%  of  the  nation's  prescription  drugs  and  related  services.  Independent  phar- 
macists serve  18  million  persons  daily.  NCPA  has  long  been  acknowledged  as  the 
sole  advocate  for  this  vital  component  of  the  free  enterprise  system.  For  decades 
NCPA  has  been  the  only  national  pharmacy  association  with  universal  state  associa- 
tion membership,  including  those  of  the  Committee's  members. 

The  National  Association  of  Retail  Druggists  (NARD),  founded  in  1898,  has  been 
the  association  representing  the  professional  and  proprietary  interests  of  the  na- 
tion's community  pharmacists.  To  mark  our  centennial  year,  the  NARD  House  of 
Delegates  voted  to  change  the  Association's  name  to  the  National  Community  Phar- 
macists Association  (NCPA). 

NCPA  members  are  primarily  family  businesses.  We  have  roots  in  America's  com- 
munities. The  neighborhood  independent  pharmacist  typifies  the  reliability,  sta- 
bility, yet  adventuresomeness  that  has  made  our  country  great. 

As  owners,  managers  and  staff  pharmacist  employees  of  independent  pharmacies, 
our  members  are  committed  to  legislative  and  regulatory  initiatives  designed  to  pro- 
tect the  public  and  to  provide  pharmacists  a  level  playing  field  and  a  fair  chance 
to  compete.  We  appreciate  the  opportimity  to  assist  the  Committee  in  fashioning  a 
new  benefit  for  Medicare  beneficiaries  to  include  drug  product  coverage  and  related 
pharmacist  professional  services. 

Competition  in  retail  pharmacies  is  alive  and  well.  Competition  is  an  incentive  for 
efficiency  and  the  price  competition  in  retail  pharmacy  is  typically  greater  than  can 
be  found  among  other  providers  of  health  services  and  products. 
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The  independent  community  pharmacist  of  today  is  simultaneously  a  health  care 
professional  and  a  small  businessperson.  NCPA  and  its  members  vigorously  support 
the  American  free  enterprise  system,  which  provides  the  only  meaningful  climate 
imder  which  a  small  business  can  economically  survive,  have  the  opportunity  to  suc- 
ceed through  personal  efforts,  and  provide  an  important  and  essential  service  to  the 
community. 

Community  pharmacists  are  especially  trained  to  assist  you  and  your  constituents 
with  the  proper  use  of  medications.  Medicines,  only  when  used  properly,  can  save 
hves  and  improve  the  quality  of  lives,  and  only  when  medicines  are  used  properly 
can  consumers,  employers  and  governments  enjoy  actual  systemic  savings. 

The  pharmacies  and  the  75,000  pharmacists  that  NCPA  represents  are  interested 
in  a  wide  range  of  health  and  business  issues  such  as  estate  tax  reform,  ergonomics, 
small  business  tax  relief,  confidentiality  of  pharmacist-physician-patient  commu- 
nications and  of  pharmacy  records,  pajmient  for  pharmacists  professional  services 
and  assuring  that  PBMs  process  claims  but  are  not  allowed  to  practice  medicine  or 
pharmacy,  accountability  for  "managed  care,"  elimination  of  discrimination  in  favor 
of  mail  order,  and  internet  sales  tax  collection. 

The  small  business  independent  health  care  professionals  we  represent  are  the 
preferred  choice  of  American  consumers,  including  your  constituents.  Our  members 
function  in  the  market  in  a  variety  of  forms.  They  do  business  as  single  stores  rang- 
ing from  apothecaries  to  full  line  high  volume  pharmacies;  as  independent  chains 
(e.g.  100  pharmacies)  and  as  franchises.  Whatever  the  form  of  business  entity,  inde- 
pendent pharmacists  are  the  decision  makers  for  the  diverse  NCPA  member  compa- 
nies. 

The  most  in-depth  consumer  pharmacy  preference  survey  to  date,  was  published 
by  Consumer  Reports,  in  October  of  1999.  They  surveyed  18,000  consumers  and 
found  that  consumers,  especially  seniors,  preferred  independently  owned  pharmacies 
for  several  reasons: 

•  Independents  provided  more  personal  attention 

•  Independents  provided  more  useful  information  about  both  prescription  and 
nonprescription  drugs 

•  Independent  druggists  were  seen  as  more  professional,  more  sensitive  to 
families'  needs,  and  easier  to  talk  to 

•  Independents  kept  consumers  waiting  less  time  for  drugs,  had  prescriptions 
ready  for  pickup  more  often,  and  provided  out-of-stock  medicine  faster 

The  1200  plus  independently  owned  pharmacies  in  the  Medicine  Shoppes  fran- 
chise were  ranked  second;  the  supermarket  drugstores  (7,800  stores)  were  third,  the 
mass  merchandisers  (5,300  stores)  were  fourth;  and  last  were  the  big  corporate  run 
chains  (19,300  stores).  No  preference  was  expressed  for  mail  order. 

Numerous  studies  have  documented  the  cost  savings  of  comprehensive  community 
pharmacy  services.  When  properly  utilized,  community  pharmacists  services  includ- 
ing compliance  and  persistence  programs,  for  example,  can  save  the  health  care  sys- 
tem billions  of  dollars  by  reducing  the  need  for  much  more  costly  medical  services, 
including  emergency  room  visits,  hospitalization,  and  nursing  home  admissions. 

The  failure  by  the  insurers/PBMs  to  provide  incentives  for  full  pharmacist  serv- 
ices has  led  to  unnecessary  and  inappropriate  prescriptions;  to  uncounseled  pre- 
scription drug  use;  and  to  reduced  patient  compliance  with  appropriate  drug  regi- 
mens. In  the  long  run,  this  devaluation  of  professional  pharmacists  services  and  the 
adoption  by  the  insurance  industry  of  a  "commodity  only"  approach  has  increased 
total  annual  health  care  expenditures  by  billions.  In  summary,  there  is  less  pay- 
ment for  less  care.  Consequently,  we  believe  that  the  Committee  should  be  very 
skeptical  of  so  called  "managed  care"  which  has  declined  to  acknowledge  or  pay  for 
professional  community  pharmacist  services. 

Consumer  choice  of  provider  is  the  life-blood  of  competition.  Limits  on  consumer 
choice  inhibit  competition.  In  our  view  Medicare  beneticianes  should  be  entitled 
to  choice  of  plan,  pharmacist  provider,  and  prescription  products. 
Consumer  choice  means  cost  effective  prescriptions.  The  average  cash  price  in  a 

community  pharmacy  for  an  Rx  drug  is  $40.47;  if  insured  $44.61;  and  if  mail  order 

$52.42.  While  NCPA  members  dispense  55%  generic  Rxs,  the  mail  order  genenc  rate 

is  28%. 

If  pharmaceutical  products  and  pharmacist  services  are  to  become  a  basic  core 
benefit  under  Medicare,  it  is  essential,  as  we  stressed  to  the  National  Bipartisan 
Commission  on  Medicare  Reform  in  September  1998,  that: 

•  Medicare  beneficiaries  have  full  access  to  community  pharmacy  and  com- 
munity pharmacy  has  full  access  to  the  marketplace. 
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•  All  pharmacies,  irrespective  of  practice  settings,  must  be  able  to  acquire 
prescription  drugs  at  the  same  price,  subject  only  to  economies  of  scale  includ- 
ing volume. 

•  There  be  established  a  realistic  professional  dispensing  fee  that  recognizes 
the  valuable  patient  care  services  provided  by  the  nation's  community  phar- 
macists. 

•  Community  pharmacists  are  able  to  join  together  to  negotiate  with  Medi- 
care and  its  intermediaries. 

•  Medicare  beneficiaries  are  able  to  receive  prescriptions  that  are  com- 
pounded by  pharmacists  to  meet  their  individualized  needs. 

•  Payments  be  authorized  to  pharmacists  for  disease  state  management  on 
per-encounter  basis  for  such  services  as  smoking  cessation,  diabetes,  arthritis, 
asthma,  lipids,  osteoporosis,  cardiovascular  and  coagulation  care  management 
when  provided  by  credentialed  pharmacists. 

•  Beneficiaries  retain  the  right  to  contract  with  health  care  providers  includ- 
ing pharmacists  for  products  and  services  not  covered  by  Medicare. 

•  Additionally,  in  conjunction  with  various  national  pharmacy  associations, 
we  have  adopted  parallel  core  recommendations  for  the  establishment  of  an  out- 
patient pharmacy  benefit  for  Medicare  beneficiaries. 

(See  Exhibit  1). 

It  is  important  to  understand  that  the  pharmacy  benefit  managers  (PBMs)  not 
only  dictate  unilaterally  what  pharmacies  will  be  paid,  but  PBMs  directly  compete 
with  our  small  businesses  through  their  mail  order  pharmacy  subsidiaries  "or 
through  contracts  with  other  mail  order  companies. 

Today  the  marketplace  for  insured  prescription  coverage  is  dominated  by  so-called 
"managed  care"  companies  (a.k.a.  PBMs).  The  dominance  of  such  companies  has  cre- 
ated additional  barriers  to  competition,  it  has  not  enhanced  competition.  Those  at- 
tempting to  "manage"  our  market  seek  to  reduce  the  number  of  viable  competitors 
and  to  steer  unwilling  consumers  to  a  few  select  competitors  often  including,  as 
noted,  their  own  mail  order  companies. 

It  is  important  to  understand  that  your  independent  pharmacists  are  not  engag- 
ing in  idle  speculation  when  they  express  concerns  that  unrestricted  PBMs  would 
shift  consumers  away  fi:*om  their  local  pharmacy  to  the  PBM's  own  mail  order  com- 
panies with  their  characteristic  high  profits  and  under  utilization  of  generic  drugs. 
It  is  estimated  by  Wall  Street  PBM  analysts  that  the  PBM  makes  2  to  4  times  as 
much  profit  on  an  insured  mail  order  prescription  than  on  an  insured  prescription 
dispensed  in  a  community  pharmacy. 

For  the  past  several  years  the  major  PBMs  have  aggressively  attempted  to  switch 
patients  to  their  mail  order  programs  often  switching  them  to  a  prescription  drug 
not  based  on  the  patients  health  care  needs  but  based  on  rebates  from  the  highest 
bidder.  Often  the  patient  is  switched  to  more  expensive  drugs  and  denied  access  to 
appropriate  generics. 

The  impact  of  their  "so-called"  care  has  been  equally  negative:  reduced  quality 
control  and  reduced  quality  of  providers  to  which  consumers  have  access,  including 
providers  unlicensed  in  the  consumer's  state.  In  fact,  the  trend  for  the  past  decade 
for  insured  prescriptions  has  seen  PBMs  focus  exclusively  on  the  prescription  drug 
product  and  eliminating  payment  for  traditional  professional  community  pharmacist 
services.  Among  the  consequences  of  this  "commodity  only"  approach  has  been  a  sig- 
nificant increase  m  non-compliance  with  the  drug  regimen  prescribed  by  physicians 
and  as  a  consequence  diminished  quality  of  life  for  covered  consumers  and  their 
families. 

NCPA  members  are  forced  to  accept  whatever  payment  the  insurance  industry 
and  its  PBMs  dictate.  Simultaneously  the  insurance  industry  and  its'  allies  brazenly 
characterize  such  payments  as  discounts  "negotiated"  by  pharmacies! 

Experts  on  the  insurance  industry  and  their  PBM's  practices  know  that  to  charac- 
terize the  payment  for  pharmacists  fixed  by  the  insurance  industry  and  its  PBM 
intermediaries  in  "take-it-or-leave  it"  contracts  as  negotiated  by  the  pharmacists  is 
akin  to  characterizing  the  victim  of  an  armed  robbery  as  having  donated  cash  to 
the  assailant's  favorite  charity. 

PBMs  refuse  to  negotiate  with  independent  pharmacies  and  it  is  unlawful  for  sev- 
eral independent  pharmacies  to  collectively  negotiate  prescription  drug  contracts 
with  PBMs.  In  the  last  Congress  the  House  of  Representatives  voted  276  to  136  for 
H.R.  1304,  the  Quality  Health  Care  Coalition  Act,  which  would  have  authorized 
such  small  business  contract  negotiations.  It  is  enlightening  to  recall  that  the  PBMs, 
represented  by  Express  Scripts,  unsuccessfully  urged  the  House  Judiciary  Com- 
mittee to  deny  independent  pharmacists  and  their  consumers,  including  seniors, 
economies  of  scale  regarding  products  and  services  achievable  through  fair  negotia- 
tions. 
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Rather  than  farther  erode  the  small  business  pharmacy  infrastructure  through 
the  dictates  of  our  "managed  care"  competitors,  the  Committee  should  guarantee 
Medicare  beneficiaries  protections  similar  to  those  provided  by  H.R.1304.  Allowing 
pharmacists  to  negotiate  would  help  put  an  end  to  the  present  ability  of  the  insur- 
ance industry  and  its  PBM  intermediaries  to  unilaterally  fix  pharmacy  payments 
and  to  reduce  the  quality  of  care.  Negotiations  would  help  to  put  an  end  to  the  tying 
of  prescription  insurance  coverage  to  the  mandatory  or  coercive  use  of  mail  order 
pharmacy,  which  denies  consumers  equal  access  to  neighborhood  pharmacies  and 
the  services  of  independent  pharmacists.  Incidentally,  this  bipartisan  legislation  has 
been  reintroduced  as  H.R.3897,  by  Representative  Bob  Barr  (R-GA)  and  John  Con- 
yers  (D-MI). 

We  also  recommend  that  the  Committee  carefully  review  the  growing  number  of 
lawsuits  against  PBMs  brought  by  patients,  health  plans,  employers,  and  others  al- 
leging PBM  \aolations  of  their  fiduciary  duties.  The  PBMs  have  countered  by  claim- 
ing that  they  are  not  obhgated  to  fulfill  a  fiduciary  duty  and  are  only  obligated  to 
lookout  for  their  bottom  Hne  interests.  Would  this  be  the  case  with  Medicare? 

Regarding  the  affordability  of  prescription  drugs  for  all  Americans,  including 
Medicare  eligible  persons,  we  recommend  two  steps:  First,  the  full  implementation 
of  the  Medicine  Equity  and  Drugs  Safety  Act  (MEDS)  P.L.  106-387,  which  would 
allow  the  importation  by  pharmacists  of  FDA  approved  drugs  from  select  countries, 
principally,  Canada,  United  Kingdom,  and  the  European  Union.  Secondly,  the  enact- 
ment of  Representatives  Cliff  Steams  (R-FL) — H.R.I  127,  which  would  restore,  for 
federal  tax  purposes,  the  first  dollar  deductibility  of  prescription  drugs. 

On  behalf  of  the  members  of  the  National  Community  Pharmacists  Association, 
we  thank  the  Committee  for  the  opportunity  to  provide  our  views  on  Medicare  re- 
form. 


(Exhibit  1) 

AssuEiNG  A  Quality,  Cost-Effecti\^  Pharmacy  Benefit  for  America's  Seniors 
A  Unified  Agentda  for  American  Pharjmacy 

Academy  ef  Managed  G&pe  Pharmacy  (AMCP)  (Withdrew  Support) 

American  College  of  Chnical  Pharmacy  (ACCP) 

American  Pharmaceutical  Association  (APhA) 

American  Society  of  Consultant  Pharmacists  (ASCP) 

American  Society  of  Health — System  Pharmacists  (ASHP) 

National  Association  of  Chain  Drug  Stores  (NACDS) 

National  Community  Pharmacists  Association  (NCPA) 

National  Council  of  State  Pharmaceutical  Association  Executives  (NCSPAE) 

As  policymakers  discuss  a  comprehensive  Medicare  outpatient  pharmacy  benefit, 
we  encourage  Congress  and  the  Administration  to  carefully  consider  the  views  of  the 
nation's  pharmacists — the  third  largest,  most  accessible,  and  consistently  most 
trusted  group  of  health  professionals. 

Who  We  Are 

Our  organizations  represent  the  entirety  of  the  practicing  pharmacist  and  cor- 
porate business  communities  that  comprise  American  Pharmacy— independent  and 
chain  conmiunity  pharmacists  and  pharmacies;  hospital  and  health-system  phar- 
macists; clinical  pharmacists  in  academic  health  centers,  medical  group  practices, 
and  clinics;  pharmacists  practicing  in  managed  care  organizations;  consultant  phar- 
macists in  long-term  and  senior  care  facilities;  home  health  care  pharmacists:  and 
virtually  every  other  type  of  pharmacist  and  setting  where  patient  care  and  medica- 
tion use  occur.  Our  collective  memberships  span  the  breadth  and  depth  of  the  entire 
profession  of  pharmacy.  And  we  are  unified  m  our  core  beliefs  concerning  an 
outpatient  pharmacy  benefit  for  Medicare  beneficiaries. 
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What  We  Believe 

Medicare  Should  Provide  a  "Pharmacy  Benefit' —Not  a  '*Drug  Benefit"" 

Medications  are  safe  and  effective  only  when  they  are  used  appropriately.  Inappro- 
priate medication  use  leads  to  hospitalizations  and  other  unnecessary  medical  costs 
for  which  Medicare  is  already  paying  a  substantial  price.  Seniors  need  and  want 
pharmacists  to  help  them  understand  how  to  take  their  medications  appropriately 
so  that  medication — related  adverse  events  are  avoided  or  minimized.  That's  be- 
cause the  public  recognizes  that  pharmacists  are  the  most  qualified  health  profes- 
sional to  provide  this  level  of  care  and  service  to  them.  Consumers  should  have 
the  choice  of  and  access  to  the  pharmacist  and  pharmacy  that  best  meet 
their  specific  health  care  needs. 

For  that  reason,  proposals  to  modernize  Medicare  need  to  provide  for  the  addition 
of  a  "pharmacy  benefit,"  not  simply  a  "drug  benefit."  Pharmacists  who  work  to- 
gether with  patients  and  their  physicians  are  seniors'  (and  Medicare's)  best  ally  for 
ensuring  that  the  medications  being  used  are  as  clinically  appropriate,  cost — effec- 
tive, and  free  from  preventable  side  effects,  drug  interactions,  and  other  medica- 
tion— related  problems  as  they  possibly  can  be.  Any  'Taenefit"  from  adding  outpatient 
prescription  drugs  to  Medicare  will  only  be  realized  if  we  can  assure  their  proper 
and  effective  use.  That  is  the  professional  expertise,  and  value,  that  pharmacists 
bring  to  patient  care  and  the  health  care  system. 

•  Medicare  Must  Provide  Appropriate  Payment  to  Pharmacists  and  Phar- 
macies for  their  Services 

A  Medicare  pharmacy  benefit  must  recognize  that  the  nation's  pharmacists  and 
pharmacies  are  the  individuals  and  entities  that  actually  provide  the  drug  products, 
professional  services,  and  medication  therapy  management  (MTM)  programs  that 
are  essential  to  assure  that  medications  are  optimally  used.  Payment  to  pharmacists 
and  pharmacies  for  providing  these  products  and  services  must  be  reasonable  and 
adequate  to  cover  the  professional,  administrative,  and  business  costs  of  providing 
these  services  and  products — as  well  as  a  reasonable  return  on  investment — in  every 
type  of  pharmacy  practice  setting  in  which  the  care  and  services  are  provided. 

Our  Key  Concern 

None  of  the  legislative  proposals  introduced  to  date  in  the  107th  Congress  ade- 
quately address  our  two  core  beliefs:  access  to  and  coverage  of  both  medications  and 
pharmacists'  medication  therapy  management  services.  In  reviewing  the  bills  cur- 
rently being  considered,  one  would  conclude  that  Congress  believes  that  it  will  have 
served  Medicare  beneficiaries  well  if  it  can  simply  find  a  way  to  help  Medicare  buy 
medications  at  the  reduced  prices  currently  being  paid  by  other  federal  purchasers 
and  then  turn  the  administration,  management,  and  delivery  of  services  over  to  91 
private  sector"  entities  sometimes  referred  to  as  prescription  benefits  managers 
(PBM's). 

For  example,  under  several  existing  proposals,  PBM's  are  charged  with  "managing 
care,"  "developing  drug  formularies,"  "increasing  generic  drug  use,"  "negotiating  dis- 
counts with  pharmaceutical  manufacturers,"  "placing  price  controls  on  community 
pharmacies,"  and  "providing  medication  therapy  management  programs  to  seniors." 

While  we  believe  that  PBM's  can  and  do  have  an  important  role  in  performing 
many  of  the  administrative  tasks  associated  with  providing  the  pharmacy  benefit 
to  seniors,  we  have  serious  reservations  about  the  nature  and  scope  of  "patient  care 
and  cost  management"  tasks  that  many  of  the  current  proposals  would  assign  to 
PBM's.  In  fact,  some  evidence  suggests  that  PBM's  are  not  effective  in  performing 
these  latter  activities.  Pharmacists  and  pharmacies  are  the  real  "private  sector'  pro- 
viders of  care  and  service  to  patients.  Pharmacists  and  pharmacies  provide  services 
and  work  with  patients  at  their  point  of  care  to  accomplish  appropriate  medication 
use  and  accurate  dispensing.  It  is  pharmacists  and  pharmacies,  our  members,  upon 
whom  senior  citizens  and  the  Medicare  program  will  ultimately  rely  to  achieve  the 
outcomes  we  all  seek  for  a  successful  Medicare  pharmacy  benefit. 

What  Should  Be  Done 

Our  organizations  are  jointly  committed,  prepared,  and  able  to  work  with  the 
107th  Congress,  the  Bush  Administration,  the  pharmaceutical  industry,  HCFA,  phy- 
sician organizations,  senior  advocacy  groups,  and  other  interested  parties  to  help  de- 
sign a  Medicare  outpatient  pharmacy  benefit  that  improves  medication  use,  helps 
control  overall  health  care  costs,  and  enhances  the  quality  of  seniors'  lives.  The 
pharmacy,  medical,  and  health  care  literature  all  provide  ample  evidence  that  these 
goals  are  compatible,  not  mutually  exclusive.  But  we  have  to  work  together  to 
achieve  them. 
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We  therefore  encourage  HHS  Secretary  Tommy  Thompson  to  estabhsh  a  national 
panel  of  all  of  these  stakeholders  to  assist  the  Bush  Administration  and  Congress 
in  designing  a  Medicare  pharmacy  benefit  framework  that  achieves  these  important 
objectives. 

A  Medicare  outpatient  pharmacy  benefit  will  be  the  single  most  substantial  and 
important  addition  to  the  program  since  its  inception  35  years  ago.  We  must  not 
only  do  the  right  thing — but  we  must  do  it  the  right  way.  Beneficiaries,  taxpayers, 
and  the  public  at  large  deserve  nothing  less  than  our  best  effort. 


ADDENDUM 

1.  Examples  of  misrepresentation  that  our  members  negotiate  with  PBMs  include: 

a)  The  PCMA  testimony  to  the  Committee  on  June  13,  2002  at  page  5,  where 
they  stated:  "Any  legislation  that  does  not  empower  us  as  PBMs  to  negotiate 
discounts  and  other  pricing  concessions  from  drug  manufacturers  and  phar- 
macies— as  we  do  today  in  private  plans — will  not  be  able  to  deliver  the  antici- 
pated cost  savings.  Our  members  are  strongly  united  on  this  point." 

b)  The  3/22/00  GAO  presentation  to  the  Committee  and  to  the  Senate  Finance 
Committee  entitled  Prescription  Drug  Benefits:  Applying  Private  Sector  Man- 
agement Methods  to  iVLedicare  at  page  6:  "Similar  to  their  negotiations  with 
manufacturers,  PBMs  negotiate  with  retail  pharmacies  to  obtain  prices  that  are 
well  below  pharmacies'  usual  price  for  customers  without  drug  coverage." 

c)  The  PhRMA  6/12/00  ad  in  National  Journal's  Congress  Daily  AM  at  page 
7,  which  states  "For  150,000  Americans  with  a  prescription  drug  insurance  ben- 
efit, their  private  health  plans  have  had  considerable  success  negotiating  mean- 
ingful price  discounts  on  pharmaceuticals.  However,  12  million  senior  Ameri- 
cans now  have  no  prescription  drug  insurance  coverage.  As  a  result,  most  of 
them  pay  full  price  for  their  medicines.  That's  because  they  don't  have  the  mar- 
ket clout  that  comes  with  a  drug  insurance  benefit.  If  all  seniors  had  access  to 
private  market  discounts,  the  medicines  they  need,  on  average,  would  cost  30% 
to  39%  less." 

As  noted  in  2000,  H.R.  1304,  which  would  allow  our  members  to  negotiate  with 
health  plans  and  PBMs  was  approved  on  6/29/00  by  276  to  136.  Committee  members 
voted  19  to  37  (9  R's  and  10  D's)  for  H.R.  1304. 

2.  Regarding  the  PBM  corporate  strategy  to  shift  patients  to  their  highly  profit- 
able mail  order  businesses  the  following  references  are  enlightening: 

•  FAC  Equities — Division  of  the  First  Albany  Corporation — October  4,  2001 
Research  Report  on  Express  Scripts,  Inc.  recommending  a  Buy 

Page  3  of  the  report  under  Investment  Merits  states  that  "mail  order  sales 
are  roughly  2  times  to  3  times  more  profitable  on  a  per  adjusted  script  basis 
than  retail  script. 

•  WR  Hambrecht  Company  Report — March  22,  2001  on  CareMark  Rx  recom- 
mending a  Buy 

Page  2  of  the  report  notes  "PBM  mail  order  script  margins  are  4  times  higher 
than  retail  scripts. 

•  CareMark  Rx  Inc.  lOK— December  21,  2000 

Page  3  "In  2002  the  company,  implemented  a  program  designed  to  encourage 
its'  customers  to  refill  prescription  which  were  originally  filled  in  its'  retail  net- 
work through  its  automated  mail  service  pharmacy."  The  company  also  operates 
a  network  of  17  smaller  mail  service  pharmacies. 

3.  According  to  IMS  Health  (See  enclosed  bar  graph),  the  PBMs  under  utihze  ge- 
neric drugs.  We  beheve  that  the  Committee  should  help  assure  that  any  new  Medi- 
care benefit  provide  seniors  with  no  fewer  than  the  50  to  55%  level  of  generic  pre- 
scriptions made  available  currently  to  seniors  and  others  through  independents 
community  pharmacies. 

A  related  issue  is  the  pricing  of  generic  drugs.  PBMs  seem  not  only  to  under  uti- 
Uze  generics  but  also  reportedly  charge  significantly  higher  prices  for  generics.  For 
example,  earlier  this  year,  a  Merck-Medco  plan  for  Connecticut  state  retired  teach- 
ers entitled  "Prescription  Drug  Server"  mandated  mail  order  coverage.  One  con- 
sequence of  eliminating  local  pharmacies  as  a  choice  for  retired  teachers  was  pnces 
for  generic  drugs  three  times  greater  than  the  change  in  independent  community 
pharmacies  in  Connecticut.  (For  example,  the  charge  for  a  community  pharmacy  of 
$34.23  and  for  Merck-Medco  mail  a  order  charge  of  $100.38  for  a  90  day  supply  of 
300  tablets  of  the  same  generic  drugs).  Fortunately,  on  April  1,  2002,  this  Merck- 
Medco  mandatory  mail  order  program  for  Connecticut  retired  teachers  dropped  its 
mandatory  mail  order  requirement  in  response  to  protests  about  the  Merck-Medco 
generic  drug  overcharges.  Unfortunately,  the  retired  teachers  plan  still  discourages 
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the  teachers  from  using  their  community  pharmacy  through  discriminatory  co-pay- 
ments that  favor  Merck-Medco's  mail  order  business. 

Initially,  the  AARP  mail  order  pharmacy  business  was  synon5nnous  with  generic 
drugs.  Since  IMS  Health  data  does  not  capture  the  marketing  practices  of  our  non- 
profit competitors,  such  as  AARP,  we  can  only  speculate  as  to  whether  AARP  may 
also  under  utilize  generic  drugs. 

4.  Numerous  studies,  as  noted,  underscore  the  systemic  value  of  coverage  and 
payment  for  pharmacist  care  services.  On  such  study  is  entitled  "The  $76  Billion 
Dollar  Question"  funded  by  our  foundation;  the  National  Institute  for  Pharmacist 
Care  Outcomes;  and  Merck.  Interestingly,  the  former  director  of  health  benefits  at 
GM,  Mr.  Beach  Hall  in  1992  observed  in  this  study,  "that  pharmacist  care  is  the 
most  critical  quality  and  cost  controlled  vehicle  we  have  in  the  entire  health  care 
system." 

As  Committee  member,  Representative  Portman  observed  rather  than  $76  billion, 
our  health  care  system  is  now  wasting  $150  billion  annually  due  to  inappropriate 
prescription  drug  use  and  unnecessary  hospitalizations  and  nursing  home  place- 
ments. In  other  words,  a  dollar  wasted  for  every  dollar  spent  annually  on  prescrip- 
tion drugs.  Appropriate  payment  for  pharmacist  professional  services  could  signifi- 
cantly reduce  these  unnecessary  expenditures. 

It  is  important,  in  our  view,  that  the  Committee  is  aware  of  the  joint  statement 
on  prescription  drug  benefit  under  Medicare  announced  by  our  group  and  Pfizer  on 
6/11/01.  It  stresses  the  value  of  pharmacist  care  services,  including,  persistency,  pa- 
tient compliance,  and  appropriate  counseling. 

It  is  noteworthy  that  the  1988  Medicare  catastrophic  law  established  per  prescrip- 
tion payment  for  a  participating  pharmacy  as  AWP  +  $4.50  indexed.  In  toda/s  mar- 
ketplace, fourteen  years  later,  had  the  bipartisan  law  signed  by  President  Ronald 
Reagan  not  been  repealed,  the  payment  would  be  $10.94. 

Representative  Nussle  raised  a  question  regarding  the  ability  to  retain  phar- 
macists in  rural  areas.  Senate  legislation,  S.IO  has  an  incentive  provision  for  pay- 
ment for  independent  pharmacists  in  rural  areas.  Importantly,  H.R.  3626  by  Rep- 
resentatives Emerson  and  Ross  recognizes  the  value  of  pharmacist  professional  serv- 
ices for  a  new  Medicare  benefit. 

5.  Regarding  Representative  Foley's  expressed  enthusiasm  for  the  Administra- 
tion's "so-called"  discount  card,  the  Committee  should  carefully  review  the  12/01 
GAO  report  stating  an  average  savings  of  approximately  11%.  This  percent  did  not 
reflect  the  monthly  fees,  (for  example,  $9.95  for  an  individual  and  $19.95  for  a  fam- 
ily) charged  for  the  cards.  Savings,  if  any,  were  somewhere  between  1  and  5  percent. 

Regarding  Mr.  Foley's  expressed  intent  to  legislate  the  Administration' s  proposed 
card,  it  is  important  to  recall  the  Federal  Judge  Paul  Friedman  on  9/6/01  in 
NACDS/NCPA  V.  HHS  enjoined  the  plan  because  HHS  had  no  authority  to  under- 
take an  endorsement  plan  and  had  proceeded  unlawfully.  The  bottom  line,  however, 
was  that  the  Court  found  that  implementation  of  the  plan  would  cause  irreparable 
harm,  especially  to  the  small  business  pharmacies  that  we  represent.  Enacting  leg- 
islation would  only  institutionalize  the  irreparable  harm  to  small  businesses. 

6.  Mention  was  made  that  allowing  Medicare  to  negotiate  with  drug  makers  could 
"distort"  the  marketplace.  The  independent  pharmacy  marketplace  where  phar- 
macists are  not  able  to  negotiate  has  been  totally  distorted  by  one  sided  contracts 
dictated  by  PBMs.  Assuring  pharmacists,  the  ability  to  negotiate  would  help  amelio- 
rate the  distortion. 

Please  see  the  enclosed  4/02  article  in  America's  Pharmacist  entitled  "The  Tug  of 
Wars  with  PBMs",  which  highlights  the  various  facets  of  PBM  distortion  of  our  mar- 
ketplace. 

Once  again,  we  especially  appreciate  the  opportunity  to  assist  the  Committee  and 
staff  as  you  revisit  the  subject  of  Medicare  pharmacy  benefit. 


Mrs.  Johnson  OF  CONNECTICUT.  Thank  you,  Mr.  Rector. 
Dr.  Sayare. 
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STATEMENT  OF  MITCHEL  SAYARE,  PH.D.,  PRESIDENT,  CHIEF 
EXECUTIVE  OFFICER,  AND  CHAIRMAN,  IMMUNOGEN,  INC., 
CAMBRIDGE,  MASSACHUSETTS,  ON  BEHALF  OF  THE  BIO- 
TECHNOLOGY INDUSTRY  ORGANIZATION 

Dr.  Sayare.  Thank  you,  Madam  Chairman  and  Members  of  the 
Committee.  I  am  here  today  representing  the  Biotechnology  Indus- 
try Organization  (BIO).  This  Committee  has  been  the  driving  force 
for  Medicare  drug  coverage  for  many  years.  I  am  particularly  hon- 
ored to  be  here  to  describe  BIO's  views  on  Medicare  drug  coverage 
issues. 

ImmunoGen,  the  company  I  work  for,  is  a  publicly-traded  biotech 
company  established  in  1981  that  has  several  anti-cancer  drugs  in 
various  stages  of  clinical  development,  for  colorectal  cancer,  small 
cell  lung  cancer,  and  other  forms  of  solid  tumors.  We  do  not  have 
any  products  currently  in  the  market. 

The  BIO  represents  over  1,000  biotech  companies,  academic  in- 
stitutions. State  biotech  centers,  and  related  organizations  in  all  50 
States.  Ninety  percent  of  our  companies  are  involved  in  health  care 
product  development,  and  90  percent  of  those  companies  do  not 
have  a  single  product  on  the  market.  Many  of  the  others  have  only 
one  product.  Clearly,  the  vast  majority  of  BIO's  members  do  not 
have  an  array  of  health  care  products  to  absorb  the  costs  of  the  re- 
search and  development  tax  credit  (R&D). 

Additionally,  many  biotech  drugs  are  for  small  populations. 
Forty-five  percent  of  FDA-approved  biotech  products  have  orphan 
drug  status. 

Finally,  existing  tax  incentives  for  research,  the  R&D  tax  credit 
and  the  deductibility  of  net  operating  loss  carry-forwards  do  not 
benefit  these  pre-profitable  biotech  companies. 

For  many  of  BIO's  members,  the  levels  of  investment  in  innova- 
tion is  far  from  an  academic  concern,  really  more  of  a  question  of 
survival.  Most  BIO  members  are  not  Members  of  the  Fortune  500. 
Rather,  they  are  small  companies  funded  by  venture  capital,  com- 
panies that  may,  in  fact,  hold  the  key  to  potentially  important 
therapies  in  the  future.  Anything  that  could  upset  this  delicate  bal- 
ance that  we  live  in  could  deprive  patients  of  these  breakthroughs 
in  the  future,  because  if  investment  by  venture  capitalists  is  re- 
duced, most  of  the  companies  in  this  area  are  not  going  to  survive. 
We  urge  you  to  take  care  when  designing  a  Medicare  drug  coverage 
plan  not  to  upset  this  delicate  balance. 

The  issue  of  Medicare  modernization  and  the  proposal  to  add 
prescription  drug  coverage  to  the  program  is  of  high  interest  to 
members  of  BIO  and  to  the  patients  that  we  serve.  Many  biotech 
drugs  in  the  pipeline  target  diseases  that  predominately  affect  sen- 
iors. We  strongly  believe  that  outpatient  drug  coverage  should  be 
estabhshed  in  the  context  of  overall  market-based  reform  of  the 
Medicare  program  to  do  the  following:  Rely  on  the  private  market 
and  competition,  not  price  controls  that  deter  innovation;  include 
stop-loss  protection  and  protection  of  those  most  in  need  first;  ex- 
pand beneficiary  choices  among  private  plans;  improve  patient  care 
through  innovations  in  biotechnology;  maintain  Medicare  solvency; 
and  do  no  harm  to  current  coverage  and  reimbursement. 

Today,  most  biotech  drugs  are,  in  fact,  covered  by  Medicare  be- 
cause they  are  administered  in  a  hospital  setting  or  in  a  physician's 
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office.  At  the  top  of  our  current  coverage  concerns  is  the  recent  im- 
position of  cuts  to  hospital  outpatient  pass-through  payments.  As 
you  recall,  the  Balanced  Budget  Refinement  Act  1999  created  this 
new  transitional  payment  system  to  provide  an  incentive  to  hos- 
pital outpatient  departments  to  use  new  technologies  during  the 
time  that  a  prospective  payment  system  was  created.  This  payment 
system  is  truly  a  mess. 

Last  year,  before  Congress  finished  its  work,  Chairman  Thomas 
and  Mr.  Rangel,  along  with  the  chairmen  and  ranking  Members  of 
the  Senate  Finance  Committee  and  House  Energy  and  Commerce 
Committee,  sent  a  letter  to  CMS  urging  a  delay  in  the  implementa- 
tion of  the  pass-through  payments  for  2002  as  well  as  recom- 
mending that  the  agency  increase  to  an  average  of  no  less  than  75 
percent  of  the  imputed  values  used  to  calculate  reimbursement  for 
sole  source,  multi-source,  and  generic  drugs.  Only  half  of  your  rec- 
ommendations were  executed  by  CMS,  that  is,  the  delay. 

Of  course,  creating  an  outpatient  drug  coverage  program  in 
Medicare  is  of  critical  importance,  but  the  situation  with  current 
coverage  will  impact  beneficiary  access  to  the  latest  technologies, 
such  as  biotech  drugs,  today.  I  am  requesting  that  the  Committee 
revisit  this  issue  soon.  Specific  recommendations  relating  to  BIO's 
current  coverage  concerns  were  outlined  in  my  written  proposal. 

In  closing.  Madam  Chairman,  I  would  urge  this  Committee  to 
continue  to  move  expeditiously  to  pass  drug  coverage  legislation 
this  year.  I  want  to  commend  you  for  holding  this  very  important 
hearing  and  for  your  leadership  on  drug  coverage  and  stop-loss  cov- 
erage issues.  I  will  be  happy  to  attempt  to  answer  any  questions 
you  have.  Thanks. 

[The  prepared  statement  of  Dr.  Say  are  follows:] 

Statement  of  Mitchel  Sayare,  Ph.D.,  President,  Chief  Executive  Officer,  and 
Chairman,  ImmunoGen,  Inc.,  Cambridge,  Massachusetts,  on  behalf  of  the 
Biotechnology  Industry  Organization 

Good  morning,  Chairman  Thomas,  Congressman  Rangel,  members  of  the  Com- 
mittee. My  name  is  Mitchel  Sayare,  Ph.D,  and  I  am  President,  CEO  and  Chairman 
of  ImmunoGen  located  in  Cambridge,  Massachusetts.  I  am  here  today  representing 
the  Biotechnology  Industry  Organization  (BIO). 

This  committee  has  been  the  driving  force  for  Medicare  drug  coverage  for  many 
years.  The  Medicare  drug  coverage  legislation  this  committee  reported  out  in  the 
106th  Congress  represented  a  positive  step  from  BIO's  perspective,  and  the  associa- 
tion is  pleased  that  this  committee  is  continuing  to  work  to  add  drug  coverage  to 
Medicare.  I  am  particularly  honored  to  be  here  to  describe  BIO's  views  on  Medicare 
drug  coverage  issues. 

Background  on  ImmunoGen 

ImmunoGen,  Inc.  is  a  publicly-traded  biotechnology  company  that  has  anti-cancer 
drugs  in  various  stages  of  clinical  development  for  colorectal,  pancreatic,  small-cell 
and  non-small  cell  lung  cancer.  We  were  founded  with  venture  capital  in  1981  and 
had  our  initial  public  offering  (IPO)  in  1989.  Since  its  inception,  ImmunoGen  has 
focused  on  achieving  more  effective,  better  tolerated  therapies  for  the  treatment  of 
cancer.  The  company  uses  tumor-targeting  monoclonal  antibodies  to  deliver  highly 
potent  cell-killing  (cytotoxic)  agents  specifically  to  cancer  cells.  Two  products  origi- 
nated at  ImmunoGen  are  currently  in  Phase  I/II  clinical  trials  under  licensing 
agreements  with  other  companies,  but  we  have  no  products  currently  on  the  market. 
One  product  (huC242-DMl/SB-408075)  currently  being  tested  is  for  colorectal,  pan- 
creatic and  certain  non-small-cell  lung  cancers.  The  other  (huN901-DMl/BB-10901) 
is  for  small-cell  lung  cancer  and  other  cancers  of  neuroendocrine  origin. 

ImmunoGen's  proprietary  tumor-activated  prodrug  technology  (TAP)  combines  ex- 
tremely potent  small-molecule  drugs  with  monoclonal  antibodies  that  recognize, 
bind  directly  to,  and  kill  tumor  cells.  Our  targeted  delivery  technology  increases  the 
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potency  and  efficacy  of  these  cancer-specific  antibodies,  which  allows  our  drugs  to 
kill  cancer  cells  with  minimal  harm  to  healthy  tissue. 

From  inception  through  December  31,  2001,  ImmunoGen  has  invested  over  $160 
million  in  Research  and  Development  (R&D).  About  80%  of  the  Company's  expenses 
since  it  was  founded  have  been  R&D  expenses. 

One  example  of  our  research  demonstrates  some  of  the  risk  faced  by  companies 
in  the  biotech  industry.  ImmunoGen  invested  over  $120  million  in  the  development 
of  a  product  (Anti-B4-bR)  that  failed  in  Phase  III  clinical  trials.  We  are  only  back 
on  our  feet,  developing  other  products  for  the  treatment  of  cancer,  because  the  in- 
vesting public  was  willing  to  give  us  another  chance.  We  need  to  repay  their  con- 
fidence. I  am  here  to  urge  this  committee  to  keep  the  fragile  state  of  companies  like 
ImmimoGen  in  mind  when  making  changes  to  Medicare.  While  we  are  very  excited 
about  some  of  the  potentially  lifesaving  therapies  we  might  discover,  we  can  only 
do  so  if  we  have  the  ability  to  continue  significant  investments  in  R&D. 

About  BIO 

BIO  represents  1,071  biotechnology  companies,  academic  institutions,  state  bio- 
technology centers  and  related  organizations  in  all  50  U.S.  states.  BIO  members  are 
involved  in  the  research  and  development  of  health  care,  agricultural,  industrial  and 
environmental  biotechnology  products.  Ninety  percent  of  our  companies  are  involved 
in  health  care  product  development  and  90%  of  those  companies  do  not  have  a  sin- 
gle product  on  the  market.  Many  more  have  only  one  product.  Clearly,  the  vast  ma- 
jority of  BIO's  members  do  not  have  an  array  of  health  and/or  other  consumer  prod- 
ucts to  absorb  the  cost  of  R&D;  more  importantly,  many  biotech  drugs  are  for  small 
populations.  Forty-five  percent  of  FDA-approved  biotech  products  have  orphan  sta- 
tus. 

For  many  of  BIO's  members  the  level  of  investment  in  innovation  is  far  fi:'om  an 
academic  concern  and  more  a  question  of  survival.  Most  BIO  members  aren't  mem- 
bers of  the  Fortune  500;  rather,  they  are  small  companies  funded  by  venture  capital, 
companies  that  may  hold  the  key  to  many  potentially  lifesaving  therapies.  Aiiything 
that  could  upset  the  delicate  balance  these  companies  live  in  could  deprive  patients 
of  these  important  breakthroughs — because  if  venture  capital  investment  is  reduced, 
many  companies  will  be  unable  to  survive.  The  President  of  NASDAQ  recently 
wrote  that  a  "decrease  in  investor  confidence  [in  the  biotechnology  industry]  can 
only  result  in  a  decrease  in  investment  dollars,  thereby  placing  critical  research  at 
risk."  When  the  Clinton  health  bill  was  being  considered  in  the  mid-1990s,  the 
growth  rate  of  R&D  investment  dropped  markedly,  potentially  delaying  new  prod- 
ucts on  their  way  to  American  consumers.  In  addition,  venture  capitalists  became 
less  willing  to  invest  in  biotech  companies,  forcing  13  out  of  16  companies  to  with- 
draw their  initial  public  offerings  (IPOs)  of  stock  and  their  efforts  to  go  public. 

During  this  period,  the  situation  for  ImmunoGen  was  very  grave.  Investors  con- 
tinually asked  me  how  ImmunoGen  could  offer  a  return  on  R&D  investments  under 
a  regime  of  price  controls.  In  order  to  survive,  companies  like  mine  must  be  able 
to  generate  a  reasonable  return  on  R&D  investments.  Imposing  price  controls  could 
significantly  hamper  our  ability  to  do  so. 

Given  the  unique  dependence  of  drug  innovation  on  capital  formation,  rather  than 
existing  product  sales,  we,  as  the  biotechnology  industry,  would  be  remiss  to  discuss 
Medicare  prescription  drug  coverage  without  briefly  addressing  some  issues  related 
to  the  formation  of  that  capital. 

Biotechnology  companies  are  by  definition  R&D  intensive,  and  approval  processes 
are  often  time-consuming.  As  such,  the  product  development  timeframe  is  longer 
than  in  most  other  industries.  In  many  cases,  it  takes  upwards  of  10  years  before 
a  product  is  developed  and  approved.  When,  as  is  usually  the  case  in  biotechnology, 
a  company  has  no  product  in  the  market  place — and  therefore  no  taxable  income — 
the  major  R&D  tax  incentives  employed  so  effectively  by  other  industries  simply  do 
not  apply.  Tax  deductions  are  only  theoretical  when  there  is  not  yet  income,  and 
net  operating  losses  cannot  be  carried  forward  long  enough  to  apply  to  profits  down 
the  road. 

Paradoxically  then,  the  R&D  intensive  nature  of  biotechnology  makes  today's 
R&D  incentives  more  crucial  to  apply  but  less  Hkely  to  do  so.  Fixing  this  "mismatch" 
would  go  a  long  way  to  improving  the  investment  environment  in  our  industry.  Al- 
lowing us  to  continue  developing  the  dmgs  and  therapies  that  our  Seniors  rely  on 
to  improve  and  extend  the  quality  of  their  lives. 

Legislation  addressing  problems  in  this  area  has  already  been  drafted,  and  we 
look  forward  to  working  with  this  Committee  as  solutions  are  further  developed. 

BIO  urges  Congress  to  ensure  that  any  Medicare  drug  coverage  proposal  consid- 
ered or  enacted  does  not  upset  the  delicate  balance  of  the  biotechnology^  mdustr\-. 
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Price  controls  and  other  non-market  solutions  could  be  highly  damaging  to  the  in- 
dustry, and  therefore  to  the  patients  waiting  for  cutting  edge  new  therapies. 

Over  the  past  two  decades,  biotechnology  has  produced  133  drugs  and  vaccines, 
and  there  are  350  more  in  late  stage  development.  The  biotech  products  that  have 
been  approved  by  FDA  are  the  work  of  only  71  of  BIO's  members,  only  37  of  which 
are  profitable.  The  biotechnology  industry  invested  nearly  $14  billion  in  R&D  in 
2000 — reinvesting,  on  average,  more  than  50%  of  its  revenues  into  R&D.  This  is  in 
an  environment  when  most  of  BIO's  members  have  no  product  revenues  at  all — 
those  companies  can  be  said  to  be  investing  more  than  100%  of  revenues  in  R&D. 
Across  all  other  industries,  the  average  re-investment  in  R&D  is  just  4%.  The 
biotech  industry  as  a  whole  lost  nearly  $6  billion  in  2000. 

In  addition  to  the  hope  of  promising  new  therapies  offered  by  biotechnology,  I  also 
want  to  point  out  that  BIO's  members  are  an  important  part  of  the  U.S.  economy. 
According  to  Ernst  &  Young  Report,  the  biotechnology  industry  employs  more  than 
170,000  people — this  excludes  companies  that  are  mostly  pharmaceutical  in  nature. 
We  have  employees  in  all  50  states  and  add  more  than  $20  billion  to  the  economy 
annually. 

Many  biotechnology  products  are  oriented  toward  treating,  preventing  and  diag- 
nosing diseases  of  the  aging  population  and  are  targeted  toward  small  segments  of 
disease  categories  and  thus  small  patient  populations.  Recombinant  DNA  technology 
has  enabled  us  to  target  products  at  the  genetic  level.  Increasingly,  new  therapies 
will  be  designed  specifically  for  unique  and  small  populations.  While  we  expect  this 
to  allow  for  more  effective  treatments,  many  with  fewer  side  effects,  it  will  also 
mean  smaller  markets  over  which  we  can  spread  the  cost  of  R&D  investment. 

One  example  of  this  type  of  product  is  ImmunoGen's  huMy9-6-DMl  for  the  treat- 
ment of  Acute  Myeloid  Leukemia  (AML).  While  only  10,000  new  cases  of  AML  are 
diagnosed  each  year,  an  estimated  7,200  patients  die  from  AML  each  year.  Most  of 
these  patients  are  older,  as  risk  of  having  AML  rises  after  age  40  and  increases 
thereafter  with  each  advancing  decade. 

ImmunoGen  expects  to  file  an  IND  to  begin  clinical  trials  with  huMy9-6-DMl  in 
2003.  Thus,  we  are  still  several  years  from  the  market.  While  we  are  optimistic 
about  this  product,  there  are  no  guarantees  and  significant  risks  remain. 

The  bottom  line  is  that  the  biotechnology  industry,  while  being  a  vital  part  of  the 
current  economy  and  the  source  for  many  potential  new  cures,  is  still  fragile.  We 
would  urge  you  to  take  care  when  designing  a  Medicare  drug  coverage  plan  not  to 
upset  the  delicate  balance  of  the  industry. 

BIO's  Medicare  Reform  Principles 

The  issue  of  Medicare  modernization  and  the  proposal  to  add  outpatient  prescrip- 
tion drug  coverage  to  Medicare  is  of  high  interest  to  the  members  of  the  BIO  and 
the  patients  we  serve.  Many  of  the  products  in  biotech  companies'  pipelines  target 
diseases  that  predominantly  affect  seniors. 

Accordingly,  BIO  believes  that  the  Medicare  program  should  include  drug  cov- 
erage for  all  Medicare  beneficiaries.  In  recent  years  drugs  and  biologies  have  become 
an  even  more  integral  part  of  health  care,  while  the  drug  coverage  available  to  sen- 
iors has  increasingly  included  lower  coverage  limits  and  higher  premiums.  BIO 
strongly  believes  that  prescription  drug  coverage  should  be  offered  to  beneficiaries 
in  the  context  of  an  overall,  market-based  reform  of  the  Medicare  program,  but  we 
believe  that  seniors  need  drug  coverage  now — and  comprehensive  reform  may  take 
years  to  enact.  Thus,  we  support  efforts  to  enact  a  Medicare  drug  benefit  in  2002, 
but  we  must  also  continue  to  work  to  make  Medicare  a  program  that  reflects  the 
best  of  the  21st  Century  marketplace.  BIO  stands  ready  to  work  with  this  com- 
mittee &  the  Congress  to  pass  Medicare  prescription  drug  coverage  legislation  this 
year. 

BIO's  priority  in  the  debate  is  to  ensure  that  any  steps  taken  to  increase  seniors' 
access  to  drugs  today  are  consistent  with  the  incentives  needed  to  develop  break- 
through medicines  to  treat  the  seniors  of  tomorrow.  Consequently,  we  will  staunchly 
oppose  any  price  controls  or  non-market  solutions. 

The  following  are  the  full  text  of  BIO's  Medicare  principles,  as  approved  by  our 
Board  of  Directors  in  1999. 

BIO  strongly  believes  that  pharmaceutical  benefit  options  should  be  offered  to 
beneficiaries  in  the  context  of  an  overall,  market-based  reform  of  the  Medicare  pro- 
gram. If  interim  prescription  drug  proposals  are  considered,  they  should  facilitate 
and  not  deter  the  adoption  of  comprehensive  reforms  to  the  Medicare  program.  As 
part  of  any  Medicare  modernization  effort,  prescription  drug  proposals  must  be  de- 
signed to: 

1)  Rely  on  the  private  marketplace  and  competition,  not  price  controls 
that  harm  innovation — BIO  believes  that  Medicare  benefits — including  coverage 
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for  prescription  drugs  and  biologies — should  be  delivered  through  a  decentralized, 
pluralistic  market  structure  that  encourages  meaningful  competition  in  order  to  pre- 
serve patient  choice,  improve  quality  and  encourage  innovation.  Government  regula- 
tion should  be  limited  and  market-based  delivery  mechanisms  should  be  utilized. 
Explicit  or  indirect  price  controls  that  stifle  innovation  must  be  avoided. 

2)  Include  stop  loss  protection  and  protection  of  those  most  in  need 
first — Federal  assistance  for  Medicare  beneficiaries  should  be  targeted  to  those  with 
the  greatest  economic  and  medical  need  in  order  to  focus  limited  funds  where  they 
can  have  the  most  impact.  Inclusion  of  "stop  loss"  coverage  in  order  to  protect  the 
financial  security  of  the  sickest  and  neediest  Medicare  beneficiaries  must  be  a  top 
priority  of  any  Medicare  drug  proposal. 

3)  Expand  beneficiary  choices  among  private  plans — Medicare  beneficiaries 
should  have  expanded  choices  of  quality  health  plans  and  benefit  packages  that  in- 
clude prescription  drug  coverage  to  ensure  that  all  of  the  elements  of  modem  health 
care  are  provided  in  a  system  built  on  the  advantages  of  our  market-based  economy 

4)  Improve  Patient  care  through  innovations  in  biotechnology — The  future 
of  patient  care  and  our  ability  to  prevent,  diagnose  and  treat  illness  is  inextricably 
tied  to  innovation  in  health  care.  By  promoting  strong  incentives  for  the  discovery 
and  development  of  innovative  new  prescription  drugs  and  biologies,  America  can 
assure  that  the  new  tools  of  biotechnology  are  applied  as  quickly  as  possible  to  cre- 
ate medicines  for  our  aging  population.  BIO  believes  that  such  innovation  and  dis- 
covery will  generate  real  savings  by  reducing  the  need  for  hospital,  long-term  care, 
and  other  expensive  services  and  procedures. 

5)  Maintain  Medicare  solvency — In  the  context  of  over-all  market-based  re- 
form, we  must  ensure  that  drug  coverage  for  Medicare  beneficiaries  does  not  jeop- 
ardize the  financial  security  of  the  program.  Medicare  needs  to  be  modernized  in 
such  a  way  as  to  assure  that  it  is  a  fiscally  responsible  program  for  the  coming  gen- 
erations of  seniors. 

6)  Do  no  harm  to  current  coverage  and  reimbursement — A  majority  of 
Medicare  beneficiaries  have  some  form  of  drug  coverage  today.  Additionally,  Medi- 
care does  cover  prescription  drugs  and  biologies  in  certain  circumstances.  BIO  be- 
lieves strongly  that  any  Congressional  action  on  Medicare  prescription  drugs  must 
avoid  interfering  with  existing  coverage  and  payment  rules  for  the  types  of  drugs 
and  biologies  currently  covered  by  Medicare. 

BIO's  Recommendations 

Based  on  our  principles,  BIO  has  tended  to  be  most  supportive  of  drug  coverage 
plans  that  focus  beneficiaries  with  very  high  prescription  drug  costs,  as  well  as 
those  with  low-incomes.  We  have  been  the  strongest  advocate  of  what  many  in  Con- 
gress are  calling  "stop  loss"  or  catastrophic  coverage  to  cover  all  or  a  high  percent- 
age of  prescription  drug  costs  after  a  certain  level  of  out  of  pocket  spending.  We  are 
encouraged  that  most  of  the  major  drug  coverage  proposals — from  both  sides  of  the 
aisle — now  include  some  sort  of  stop  loss  coverage.  We  believe  that  a  well-crafted 
stop  loss  coverage  plan  may  be  an  idea  whose  time  has  now  come,  despite  the  ear- 
her  experience  of  this  committee. 

Stop  Loss  Design  Issues 

There  have  been  a  variety  of  different  stop  loss  coverage  plans  introduced  in  var- 
ious bills  in  the  106th  and  107th  Congresses.  In  our  opinion,  it  is  the  presence  of 
stop  loss  coverage  that  is  important — coverage  that  is  important  for  a  variety  of  rea- 
sons. 

We  support  stop  loss  coverage  because  we  are  quite  concerned  that  the  fruits  of 
the  most  promising  research  that  some  of  our  members  are  conducting  are  likely 
to  be  costly — and  we  want  to  be  sure  the  results  of  this  research  is  widely  available. 
Because  of  some  of  the  dynamics  of  the  biotech  industry  discussed  earlier,  the  popu- 
lations they  treat  are  often  small,  sometimes  very  small.  Moreover,  biological  prod- 
ucts are  often  more  expensive  to  produce  than  traditional  pharmaceuticals  because 
biotech  products  are  generally  made  through  recombinant  techniques.  The  reagents 
and  tools  necessary  to  make  a  recombinant  protein  are  generally  more  costly  than 
traditional  pharmaceutical  products.  As  a  result,  we  expect  that  some  new  bio- 
technology products  may  be  too  expensive  for  many  seniors  that  lack  outpatient  pre- 
scription drug  coverage. 

While  most  seniors  will  not  make  claims  under  stop  loss  coverage,  the  coverage 
will  provide  valuable  protection  and  peace  of  mind  for  all  by  ensuring  that  high  cost 
therapies  are  available  to  those  who  need  them.  Stop  loss  coverage  is  true  insurance 
against  the  cost  of  debilitating,  and  potentially  financially  devastating  disease. 
While  few  people  ever  have  their  houses  bum  down,  we  all  beheve  that  fire  insur- 
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ance  is  valuable.  Senior  citizens  should  have  the  same  protection  from  the  poten- 
tially devastating  costs  of  disease. 

Other  Coverage  Design  Issues 

BIO  also  believes  that  all  beneficiaries  should  have  Medicare  drug  coverage  with 
greater  subsidies  targeted  to  those  with  low  incomes.  We  believe  that  subsidies 
should  be  carefully  crafted  to  emphasize  the  private  market.  Some  low-income  sub- 
sidies could  have  the  effect  of  expanding  Medicaid — with  the  corresponding  govern- 
ment rebates  and  price  controls  the  program  entails.  BIO  believes  that  the  private 
marketplace  offers  cost  control  mechanisms  that  will  not  threaten  research  and  de- 
velopment investment.  Private  sector  discount  arrangements  are  made  in  exchange 
for  movement  of  market  share,  while  Medicaid  rebates  are  unilateral  government 
price  controls. 

One  issue  that  we  at  BIO  have  spent  considerable  time  wrestling  with  is  the  gaps 
contained  in  some  drug  coverage  proposals  between  the  initial  coverage  limit  and 
the  attachment  of  stop  loss  coverage.  Since  some  of  these  bills  contain  no  subsidies 
during  these  gaps,  we  are  particularly  concerned  about  how  the  gaps  will  affect  low- 
income  beneficiaries. 

Current  Coverage  Issues 

In  addition  to  the  Medicare  drug  benefit  issues  I  have  just  discussed,  I  would  like 
to  spend  a  moment  on  some  of  the  current  coverage  issues  facing  the  iDiotechnology 
industry.  Many  of  the  treatments  available  for  cancer,  hemophilia  and  other  life- 
threatening  diseases  are  currently  covered  by  the  Medicare  system  because  these 
products  are  administered  in  the  hospital  setting  or  in  physicians'  offices. 

Medicare  Hospital  Outpatient  Department  Reimbursement 

A  number  of  changes  in  reimbursement  methodologies  have  emerged  in  recent 
years,  and  pending  additional  changes  could  create  more  uncertainty  in  the  system. 
Products  administered  in  the  outpatient  hospital  department  prospective  payment 
system  (OPPS)  have  been  subject  to  reduced  reimbursement  due  to  the  pro  rata  re- 
duction under  the  "transitional  pass-through"  rules.  BIO  is  grateful  for  the  work  of 
the  members  of  this  committee  in  convincing  CMS  to  delay  the  pro  rata  reduction 
until  problems  with  the  agency's  data  could  be  resolved.  Unfortunately,  the  pro  rata 
reduction  implemented  earlier  this  month  is  still  based  on  inadequate  data.  This  is 
particularly  true  for  drugs  and  biologicals  because  the  hospital  acquisition  costs 
used  to  determine  the  costs  subject  to  reduction  are  based  on  faulty  estimates.  In 
December,  members  of  this  committee  on  both  sides  of  the  aisle  urged  CMS  to  re- 
solve this  problem  in  a  letter  calling  for  acquisition  cost  for  drugs  and  biologies  to 
be  imputed  at  no  less  than  75%  (across  single  source,  multi-source  and  generic  prod- 
ucts). Unfortunately,  CMS  never  responded  to  this  portion  of  the  committee's  letter 
and  implemented  a  pro  rata  reduction  that  we  believe  has  caused  inadequate  reim- 
bursement for  many  products. 

When  addressing  Medicare  reimbursement  concerns,  BIO's  foremost  priority  is  to 
ensure  that  hospitals  and  providers  are  reimbursed  adequately  when  using  bio- 
technology products  so  that  they  do  not  have  distorted  incentives  to  user  lower 
cost — but  potentially  less  appropriate — means  of  care.  While  cost  effectiveness  must 
be  taken  into  account.  Medicare  patients  deserve  high  quality  healthcare.  BIO  at- 
tempts to  craft  its  reimbursement  policies  to  ensure  that  providers  receive  sufficient 
payments  so  that  their  decisions  are  based  primarily  on  the  most  appropriate  care 
for  patients  and  not  merely  on  the  cost  of  the  therapies  involved.  It  is  with  this  in 
mind  that  we  urge  you  to  ask  CMS  to  implement  your  December  request  and  set 
imputed  hospital  acquisition  costs  at  no  less  than  an  average  of  75%  across  sole 
source,  single  source  and  multisource  drugs  covered  in  the  outpatient  hospital  set- 
ting. 

BIO  is  also  concerned  about  some  of  the  decisions  CMS  must  make  between  now 
and  mid-summer  when  the  methodology  for  "folding  in"  current  pass-through  prod- 
ucts into  the  OPPS  is  proposed.  At  a  recent  town  hall  meeting,  BIO  suggested  a  pos- 
sible approach  to  ensure  that  hospitals  are  adequately  reimbursed  for  folded  in 
products.  We  stand  ready  to  work  with  members  of  this  committee  on  this  impor- 
tant issue.  We  are  particvilarly  concerned  that  products  folded  in  to  the  OPPS  are 
assigned  to  separate  payment  classification  groups  and  reimbursed  based  on  ade- 
quate data.  We  have  called  for  a  system  of  product-specific  ambulatory  payment 
classifications  (APCs)  with  a  delay  in  reimbursement  changes  until  the  Secretary 
can  gather  adequate  data — not  only  for  product  acquisition  costs,  but  also  for  han- 
dling and  storage  costs  that  are  otherwise  not  reflected  in  the  OPPS. 
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Physician  Reimbursement  for  Products  Medicare  Currently  Covers 

Products  that  are  physician  administered  also  need  to  have  a  stable  reimburse- 
ment path  so  that  companies  can  be  sure  that  there  is  a  market  available  for  their 
products  among  Medicare  beneficiaries  before  investing  the  hundreds  of  millions  of 
dollars  it  takes  to  bring  a  new  medicine  to  market.  Changes  to  Average  Wholesale 
Price  (AWP)  must  be  carefully  crafted  to  ensure  that  patients  continue  to  have  ac- 
cess to  biotech  products  and  providers  are  adequately  reimbursed  for  handling,  stor- 
age and  aqdministration  costs.  These  administration  costs  are  unique  for  biotech 
drugs  in  that  most  require  refrigeration  and  other  special  handling  requests. 

Impact  of  Reimbursement  Problems  on  Research 

I  applaud  recent  increases  to  government  funded  biomedical  research.  It's  been 
said  many  times  before,  but  this  research  could  help  to  find  cures  or  treatments  for 
many  Hfe-threatening  illnesses,  continuing  a  golden  age  of  medicine.  Government 
funding  through  the  National  Institutes  of  Health  (NIH)  and  new  biodefense  fund- 
ing will  provide  investment  into  the  basic  research  that  underpins  new  treatment, 
but  applied  research  will  be  necessary  to  bring  new  medicines  to  market.  It  is  com- 
panies like  mine,  and  other  BIO  members  that  do  the  applied  research  needed  to 
convert  basic  theories  into  useful  new  products.  However,  we  will  not  have  success 
doing  this  in  an  environment  where  government  reimbursement  policy  removes  the 
incentive  for  investors  to  fund  new  innovation.  It  would  be  ironic,  to  say  the  least, 
for  government  reimbursement  decisions  to  cause  the  funding  for  applied  research 
to  dry  up  at  the  same  time  that  new  funding  is  being  infused  into  basic  biomedical 
research. 

I  would  urge  this  committee  specifically  to  move  carefully  when  making  changes 
to  current  Medicare  reimbursement  formulas  discussed  above  to  ensure  that  pay- 
ment to  hospitals  and  providers  accounts  for  the  unique  handling  and  storage  costs 
that  are  associated  with  biotechnology  products.  In  general,  members  of  Congress 
should  take  care  when  trying  to  extract  new  budget  savings  from  the  biotech  and 
pharmaceutical  industries.  Companies  like  mine  may  not  survive  if  new  government 
rebates  and  price  controls  hamper  investment  in  new  medicines.  Investors  must 
know  that  there  are  stable  coverage  and  reimbursement  rules  at  the  end  of  the  R&D 
pipeUne  in  order  to  keep  investing  in  discovery  research. 

Moving  Forward  on  Medicare  Drug  Coverage  This  Year 

BIO  believes  that  it  is  important  to  move  forward  this  year  with  a  new  drug  ben- 
efit for  Medicare  beneficiaries.  Unfortunately,  a  BIO  member  made  this  same  testi- 
mony last  year,  but  this  year  it  is  even  truer!  The  Medicare  benefit  package  becomes 
more  antiquated  with  each  passing  year,  and  we  believe  that  the  time  is  now  to  at 
least  begin  the  process  of  bringing  drug  coverage  to  senior  citizens  and  the  disabled. 

We  beheve  that  the  best  plans  will  emphasize  stop  loss  coverage  and  subsidies 
targeted  to  those  most  in  need,  as  the  best  interim  steps  toward  more  comprehen- 
sive coverage  for  seniors  and  the  disabled.  Based  on  the  numbers  CBO  has  provided 
in  the  past,  we  believe  that  stop  loss  protection,  and  some  level  of  subsidies  could 
be  affordable.  Such  a  plan  would  also  provide  benefits  to  all  Medicare  beneficiaries, 
since  all  would  benefit  from  the  peace  of  mind  that  stop  loss  coverage  would  offer. 
Moreover,  by  taking  over  some  of  the  risk  of  rising  drug  expenditures,  government 
subsidies  for  stop  loss  coverage  could  make  primary  prescription  drug  coverage  more 
affordable  for  seniors. 

BIO  prefers  comprehensive  drug  coverage  in  a  fully  modernized  Medicare  pro- 
gram. We  still  think  it  is  important  to  take  the  first  steps  now  so  that  a  fully  mod- 
ernized Medicare  program  can  be  ready  before  the  new  influx  of  baby  boom  genera- 
tion beneficiaries  arrives. 

Benefits  of  New  Biotechnology  Products 

Sixteen  new  biotechnology  products  were  approved  in  2000.  Of  the  350  products 
currently  in  the  pipeHne,  many  are  targeted  toward  Alzheimer's,  Parkinson's,  can- 
cer, diabetes,  osteoporosis  and  other  diseases  of  aging.  The  products  that  make  it 
through  clinical  trials  will  be  on  market  before  baby  boomers  retire.  BIO's  first  pri- 
ority after  bringing  these  new  therapies  to  market  is  to  make  sure  that  patients 
have  access  to  these  new  medicines  that  may  save  lives  and  improve  overall  health 
and  quality  of  life. 

These  new  products,  by  reducing  hospitahzations  and  improving  overall  health 
could  generate  savings  in  the  health  care  system.  They  will  allow  people  to  remain 
productive  longer,  with  potentially  corresponding  economic  benefits.  While  we  un- 
derstand that  CBO  may  find  these  savings  difficult  to  score,  we  are  firmly  con\nnced 
that  they  will  represent  a  net  benefit  to  patients  in  the  United  States  and  around 
the  world. 
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Conclusion 

In  closing,  Mr.  Chairman  and  members  of  the  subcommittee,  I  invite  you  to  think 
of  a  future  without  Alzheimer's  Disease.  Think  of  a  future  without  Parkinson's  Dis- 
ease, without  leukemia.  Think  of  a  future  where  cures  are  targeted  to  patients 
where  treatments  can  be  highly  effective  with  very  limited  side  effects.  In  the  bio- 
technology industry,  we  firmly  believe  that  these  hopes  will  be  realized.  However, 
in  order  for  these  visions  to  become  a  reality,  we  must  continue  to  invest  heavily 
in  the  research  and  development  of  new  and  potentially  lifesaving  therapies.  More- 
over, in  order  for  new  treatments  to  have  any  benefits,  the  patients  who  need  them 
must  be  able  to  obtain  them.  This  is  why  BIO  believes  that  coverage  and  stop  loss 
protection  are  so  important.  Mr.  Chairman,  I  want  to  commend  you  for  holding  this 
very  important  hearing,  and  for  your  leadership  on  drug  coverage  and  stop  loss  cov- 
erage issues.  I  will  be  happy  to  attempt  to  answer  any  questions  you  may  have. 


Mrs.  Johnson  OF  CONNECTICUT.  Thank  you.  Just  for  your  in- 
formation, Dr.  Sayare,  we  are  in  constant  communication  with  the 
Administration  on  this  issue  of  outpatient  reimbursements  and  the 
coverage  of  drugs  and  hope  to  improve  that  situation  in  the  near 
term. 

I  am  going  to  just  put  my  concerns  in  the  record.  For  each  of  us 
to  have  an  opportunity  means  that  we  will  each  only  have  2  min- 
utes, and  that  also  means  that  your  answers  will  have  to  be  short. 
But  if  we  can  get  through  everybody,  at  least  you  will  have  a  sense 
of  the  concerns  of  the  Members  and  can  get  back  to  us. 

My  concerns  are  twofold.  I  need  to  know  what  you  think  is  the 
best  way  to  manage  costs.  This  morning,  someone  touted  the  Maine 
plan.  The  Maine  plan  manages  costs  by  forcing  the  DoD  plan  on 
everyone.  That  is  one  alternative  in  every  category,  no  way  around 
it,  and  the  pharmacist  can  substitute  a  generic  for  the  prescription 
without  even  talking  to  the  physician.  This  is  not  a  plan  that  I 
would  vote  for  for  our  seniors  and  not  one  I  think  they  would  tol- 
erate. So  this  issue  of  how  far  you  go  down  the  formulary  manage- 
ment tool  track  is  very  important. 

Second,  how  do  we  get  the  manufacturers'  discount  down  to  the 
pharmacists?  That  has  to  be  better  specified,  although  in  our  bill, 
by  requiring  bricks-and-mortar  convenient  access  as  defined  by  the 
government,  not  the  PBM,  we  think  that  we  will  be  at  least  at  95 
percent  of  all  pharmacists  being  in  the  program.  So  those  are  the 
kinds  of  concerns  I  have. 

I  would  say,  Mr.  Novelli,  I  am  extremely,  extremely  disappointed 
in  AAEP's  stand  on  a  couple  of  things.  First  of  all,  if  we  do  nothing 
about  physician  reimbursements  and  we  let  them  fall  another  5 
percent  and  another  5  percent  the  year  after  that,  what  makes  you 
think  there  will  be  any  doctors  out  there  that  will  take  new  Medi- 
care patients?  We  already  have  overwhelming  evidence  of  difficulty 
in  our  seniors  finding  a  doctor.  So  I  have  seniors  coming  to  me  now 
and  saying,  listen,  I  have  got  a  little  drug  coverage.  I  do  want  the 
doctor  of  my  choice. 

So  your  adherence  to  $750  billion  as  workable  after  the  kind  of 
testimony  we  have  had  here  today  troubles  me,  and  I  am  glad  to 
hear  that  you  will  consider  all  proposals,  and  also  your  opposition 
to  dealing  with  provider  payments  before  we  deal  with  prescription 
drugs.  Frankly,  both  are  equally  important. 

I  now  would  like  to  recognize  Mr.  McCrery. 

Mr.  McCrery.  Thank  you.  Madam  Chair. 
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Mr.  Bradley,  I  was  interested  in  your  testimony  for  a  number  of 
reasons,  not  the  least  of  which  was  you  went  through  a  number  of 
steps  that  GM  has  taken  to  control  costs  and  you  named  those. 
And  then  later  in  your  testimony,  you  said  any  Medicare  drug  pro- 
posal ought  to  contain,  and  then  you  named  essentially  the  same 
kinds  of  cost  controls.  But  is  it  not  true  that  GM's  drug  costs  are 
rising  at  double-digit  rates  every  year? 

Mr.  Bradley.  The  answer  is,  yes,  our  costs  are  going  up,  but 
without  all  the  initiatives  that  we  have  in  place,  the  benefit  design 
initiatives,  the  negotiations,  to  answer  Congresswoman  Johnson's 
questions,  all  those  techniques  that  we  are  using  to  educate  and  so 
forth,  without  them,  our  drug  costs  would  be  much  higher,  seri- 
ously, and  that  is  the  

Mr.  McCrery.  I  can  believe  that,  but  my  point  is,  how  can  we 
in  good  conscience  as  policy  makers  create  for  the  Medicare  system 
a  drug  plan  that  is  going  to  have  15-  to  20-percent  increases  per 
year?  That  is  unsustainable.  You  just  cannot  do  it. 

So  I  guess  my  question  to  everybody  is,  how  can  we  do  this?  How 
can  we  create  a  drug  proposal  that  is  affordable  to  the  taxpayers, 
at  least  under  the  current  system?  And  I  do  not  want  you  to  an- 
swer that,  I  want  you  to  think  about  it  and  help  us  with  that. 

Another  thing  that  I  want  to  ask  about  GM  is  how  do  you  think 
we  can  create  a  program  that  will  not  replace  the  private  dollars 
that  you  aU  and  your  beneficiaries  are  spending  already? 

Mr.  Bradley.  I  think  it  is  important  for  Medicare  to  create  the 
universal  program,  and  then  

Mrs.  Johnson  OF  CONNECTICUT.  The  gentleman  is  out  of 
time,  so  if  you  could  delay  your  answer,  weave  it  into  something 
else,  and  let  me  recognize  Mr.  Cardin. 

Mr.  Cardin.  I  would  be  glad  to  give  you  a  moment  of  my  time 
to  respond  to  Mr.  McCrery. 

Mr.  Bradley.  The  idea  would  be  for  Medicare  to  create  the  un- 
derljdng  comprehensive  universal  program  and  that  the  private 
purchaser  and  the  public  purchaser  that  is  already  offering  the  ad- 
ditional benefit  would  offer  it  as  a  wrap-around  above  and  beyond 
that,  not  unlike  what  we  already  have  today  with  the  current 
Medicare  Program. 

Mr.  Cardin.  And  also,  in  response  to  Mr.  McCrery,  I  think  that 
the  cost  containment  you  can  put  into  a  plan  will  give  you  initial 
savings,  but  the  annual  increases  are  going  to  be  somewhat  com- 
parable to  the  overall  health  care  increases  for  prescription  drugs. 
I  think  it  is  unrealistic  to  expect  that  your  plan  will  beat  the  mar- 
ket on  the  percentage  increase,  but  you  might  be  able  to  lower  the 
base  costs. 

Mr.  Bradley.  Yes. 

Mr.  Cardin.  Mr.  Gilmartin,  I  want  to  talk  a  little  bit  about  get- 
ting the  cost  down  for  seniors.  It  is  very  frustrating  to  hear  seniors 
in  my  district  say,  look,  we  are  paying  the  highest  costs  of  any 
group  prescription  drugs  because  we  do  not  have  any  insurance  to 
cover  them.  We  have  no  negotiating  power,  and  we  are  not  getting 
the  discounts  that  others  can  because  we  have  to  work  on  our  own. 

If  the  government  comes  in  and  provides  reimbursement,  how- 
ever it  is  done,  through  a  private  company  or  however  it  is  done, 
it  seems  to  me  that  the  government  then  is  representing  a  large 
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market  share  of  your  product,  and  the  way  the  free  market  oper- 
ates, as  I  understand  it,  the  larger  the  market  share,  the  better  one 
is  going  to  be  able  to  do  as  far  as  price.  Is  that  not  basically  cor- 
rect? So  if  we  come  in  with  a  comprehensive  prescription  drug  plan 
within  Medicare,  will  that  not  give  the  government  the  opportunity 
to  bring  down  the  actual  cost  that  seniors  are  incurring  on  pre- 
scription drugs? 

Mr.  GiLMARTiN.  If  Medicare  is  modernized  to  add  a  prescription 
drug  benefit  in  a  way  that  uses  private  sector  health  plans,  com- 
prehensive health  plans  as  a  way  to  accomplish  that,  our  experi- 
ence in  the  private  sector  is  that  these  health  plans  are  very  tough 
negotiators.  They  drive  a  hard  bargain  on  price.  They  demand 
value.  Those  benefits  are  passed  along  to  companies  such  as  Gen- 
eral Motors  and  prices  do  come  down. 

So  one  of  the  benefits  to  seniors  of  not  only  having  prescription 
drug  coverage  through  a  modernized  Medicare  plan,  particularly 
through  competing  health  care  plans,  is  that  they  will  not  only  be 
able  to  gain  access  to  the  medicines  that  they  are  not  utilizing  suf- 
ficiently right  now,  but  they  will  be  at  lower  prices.  So  they  will 
benefit  from  those  discounts. 

Mr.  Cardin.  Thank  you. 

Mrs.  Johnson  OF  CONNECTICUT.  Mr.  McDermott. 

Mr.  McDermott.  Thank  you.  Madam  Chair. 

To  just  follow  up,  Mr.  Gilmartin,  this  morning,  I  do  not  know  if 
you  were  here,  but  Secretary  Thompson  was  here  and  we  talked 
about  negotiating  prices,  whether  the  U.S.  government  on  the  be- 
half of  40  million  Medicare  patients  could  negotiate  with  pharma- 
ceutical companies.  He  said,  well,  that  would  distort  the  market  be- 
cause we  have  such  a  big  market  share. 

And  then  I  was  thinking  about  the  fact  that  in  my  health  care 
plan,  I  actually  am  part  of  Merck-Medco,  and  so  I  know  that 
Merck-Medco,  which  I  think  is  a  part  of  your  operation  

Mr.  Gilmartin.  Right. 

Mr.  McDermott.  Negotiates  on  behalf  of  65  million  beneficiaries. 
Now,  does  that  distort  the  market?  I  am  not  an  economist,  so  I  am 
here  to  have  you  explain  to  me  how  the  government  negotiating  for 
40  million  seniors  would  distort  the  market  if  when  Merck-Medco 
negotiates  for  65  million  you  do  not  do  the  same  thing. 

Mr.  Gilmartin.  Well,  first  of  all,  in  terms  of  the,  I  think  it  is  im- 
portant to  note  that  controlling  or  having  cost  containment  for  a 
particular  drug  spend  goes  far  beyond  getting  a  lower  price.  That 
can  help  initially.  But  the  key  to  really  controlling  drug  spend  is 
to  have  a  high  quality  pharmacy  care  delivered  in  a  cost  effective 
way,  so  that  the  quality  features  that  are  built  in  that  were  out- 
lined by  Mr.  Bradley  have  to  do  with  ensuring  that  the  drug  is  uti- 
lized properly,  that  the  drugs  are — basically,  there  is  no  overlap- 
ping uses  of  drugs,  that  there  are  no  dangerous  drug  interactions, 
and  a  whole  series  of  quality  measures  that  are  built  in  to  ensure 
that  there  is  no  waste  and  that  there  is  no  serious  health  con- 
sequences. 

The  cost  effective  way  has  to  do  with  the  price  negotiations,  and 
we  compete  with  Merck-Medco  against  other  plans  that  are  also  ne- 
gotiating with  manufacturers  and  it  is  very  much  of  a  private  mar- 
ket mechanism  that  does  not  lead  to  the  kind  of  market  distortions 
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you  would  have  where  basically  the  government  would  not  be  nego- 
tiating but  simply  setting  a  price.  So  I  do  not  think  that  they  are 
comparable  situations. 

Mrs.  Johnson  OF  CONNECTICUT.  Thank  you,  Mr.  Gilmartin. 

Mr.  McDermott.  Your  feeling  is  that  there  would  not  be  negotia- 
tions, that  just  the  government  would  set  the  price? 

Mr.  Gilmartin.  That  is  right.  I  mean,  I  think  that  is  the  experi- 
ence. The  government,  it  is  not  really  negotiation.  The  government 
sets  the  price. 

Mrs.  Johnson  OF  CONNECTICUT.  Thank  you,  Mr.  Gilmartin. 
Mr.  Houghton. 
Mr.  Houghton.  Thank  you  very  much. 

Mr.  Gilmartin,  I  am  going  to  pick  on  you  again.  One  of  the  con- 
cerns that  comes  up  in  a  rural  area,  and  I  live  in  a  rural  area,  is 
if  we  create  a  drug  benefit  that  promotes  competition  among  the 
companies  and  employs  so-called  Pharmacy  Benefit  Managers  to 
control  costs,  what  is  this  going  to  do  to  access  in  the  rural  areas? 
Is  it  going  to  help  or  hinder  some  of  the  smaller  communities? 

Mr.  Gilmartin.  Well,  PBMs  such  as  Merck-Medco  and  the  other 
PBMs  in  the  industry  operate  really  in  all  areas  of  the  country,  so 
that  they  are  available  in  rural  areas  as  well  as  in  urban  areas. 
Because  they  really  have  pharmacy  networks,  retail  pharmacies, 
independents  as  well  as  chain  drug  stores,  they  are  able  to  supply 
a  high  quality  pharmacy  benefit  even  in  remote  regions  of  the 
country.  So  we  are  already  there,  in  effect. 

Mr.  Houghton.  Okay.  So  you  do  not  worry  about  it? 

Mr.  Gilmartin.  No.  That  is  not  a  constraint. 

Mr.  Houghton.  Thank  you. 

Mrs.  Johnson  OF  CONNECTICUT.  Mrs.  Thurman. 

Mrs.  Thurman.  Thank  you,  Madam  Chairman. 

Mr.  Bradley,  you  have  been  kind  of  sitting  over  here  and  you 
said  you  put  all  these  things  in  order.  You  have  done  the  utiliza- 
tion. You  have  done  all  these  safeguards  that  you  think.  Your 
prices  are  still  going  up,  right?  They  are  going  up,  $509  million  is 
what  you  are  going  to  pay  for  how  many  people? 

Mr.  Bradley.  Yes,  about  400,000. 

Mrs.  Thurman.  Mr.  Gilmartin,  in  yours  you  say  that  you  want 
to  give  us  tough  price  negotiation  with  pharmaceutical  companies. 
Well,  if  they  are  doing  that  and  they  are  going  at  it  and  they  are 
negotiating,  prices  are  still  going  up.  Something  has  got  to  give 
here. 

The  fact  of  the  matter  is,  we  are  not  fooled  anymore.  I  mean,  we 
are  looking  at  what  is  happening  in  Mexico.  We  look  at  what  is 
happening  in  Canada.  We  look  at  what  is  happening  in  the  United 
Kingdom.  We  are  looking  all  over  the  place  and  everybody  is  get- 
ting their  cost  of  their  medicines  differently. 

We  are  talking  about  a  benefit  through  some  discount  card,  and 
quite  frankly,  if  medicines  have  gone  up  17  to  30,  40,  50  percent, 
and  everybody  I  am  hearing  from,  that  is  how  much  they  are  going 
up,  I  do  not  know  what  to  do,  and  it  is  not  because  we  do  not  have 
the  negotiation  tools.  I  mean,  companies  have.  We  are  pushing 
them  out  of  the  abihty  to  give  their  employees,  our  Medicare  pa- 
tients, our  Medicaid  patients  the  ability  to  get  to  those  drugs  that 
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you  say  are  so  important  to  us.  You  have  got  to  give  us  something 
better  than  just,  oh,  let  us  go  negotiate,  because  it  is  not  working. 

Mr.  GiLMARTiN.  Well,  I  think  that  it  is  fair  to  say  that  the  utih- 
zation  of  drugs  is  going  up  very  significantly  

Mrs.  Thurman.  And  that  is  because  we  are  seeing  advertising  on 
the  TV. 

Mr.  GiLMARTiN.  And  the  utilization  of  drugs  is  going  up  because 
they  have  become  a  much  more  valuable,  important  component  of 
our  health  system.  Our  clients,  if  you  will,  plan  sponsors  for  Merck- 
Medco  basically  want  to  make  sure  that  their  plan  members,  their 
employees  have  access  to  these  valuable  medicines,  and  so,  there- 
fore, their  benefit  designs  are  really  geared  toward  getting  their 
money's  worth,  which  means  getting  the  right  price  to  the  right  pa- 
tient and  used  in  the  right  way. 

So  experiences  across  health  benefit  plans  vary  all  the  way  from 
single-digit  increases  to  double-digit  increases,  but  it  really  is  an 
approach  to  get  the  value  for  those  pharmaceuticals  and  make  sure 
they  are  used  properly,  not  to  deny  access  to  them. 

Mrs.  Thurman.  Madam  Chairman,  all  I  can  say  is  I  hope  we 
have  another  hearing  with  these  folks  before  us  and  others  to  talk 
about  this  issue  because  this  is  the  most  important  issue  to  health 
care  in  this  country  and  rising  costs. 

Mrs.  Johnson  OF  CONNECTICUT.  Thank  you.  Mr.  Becerra. 

Mr.  Becerra.  Thank  you.  Madam  Chairperson,  and  to  all  of  you 
gentlemen,  thank  you  very  much  for  your  testimony.  I  would  love 
to  ask  lots  of  questions,  but  no  time,  so  let  me  just  ask  two  ques- 
tions of  Mr.  Novelli. 

First,  if  we  had  to  make  a  decision  on  how  we  were  going  to 
spend  some  of  our  dollars  from  the  Medicare  and  Social  Security 
trust  funds,  would  AARP  take  a  position  on  whether  those  moneys 
should  be  spent  on  tax  cuts  or  on  Medicare  and  Social  Security? 

Mr.  Novelli.  We  are  not  taking  a  position  on  tax  cuts.  We  are 
not  taking  a  position  on  raising  revenues.  What  we  are  taking  a 
position  on  is  the  fact  that,  as  I  think  you  agree,  everyone  agrees, 
older  people  need  pharmaceutical  drugs  in  Medicare. 

Mr.  Becerra.  But  if  you  saw  that  Congress  were  going  to  spend 
the  trust  fund  monies  going  in  for  Medicare  and  Social  Security,  in- 
cluding those  that  are  currently  in  surplus  that  we  are  not  using 
to  pay  out  benefits  today  for  Social  Security  or  Medicare,  and  if  you 
saw  that  for  the  next  10  years  we  are  going  to  spend  those  surplus 
dollars  that  are  coming  in,  would  you  want  them  spent  on  Medi- 
care and  Social  Security  or  would  you  mind  if  they  were  spent  on 
tax  cuts? 

Mr.  NovELLL  We  tried  to  come  up  with  a  recommendation  so 
that  we  could  give  Congress  some  flexibility,  and  I  would  like  to 
say  and  to  clarify  with  respect  to  what  Congresswoman  Johnson 
asked,  we  did  not  come  in  here  with  a  $750  billion  plan.  We  came 
in  here  and  said  it  is  going  to  be  very  difficult  with  the  budget  res- 
olution that  you  have  to  do  a  drug  program  that  people  are  going 
to  enroll  in.  I  think  the  challenge  is  going  to  be  to  try  to  deal  with 
that  and  to  do  it  in  such  a  way  that  you  are  going  to  have  a  viable 
program. 

Mr.  Becerra.  One  last  question,  if  I  may. 

Mr.  NovELLL  I  am  not  taking  a  position  on  income  tax  cuts. 
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Mr.  Becerra.  If  I  could  just  get  to  one  last  question,  let  me  ask 
you  one  last  question  with  regard  to  the  survey  that  you  make  note 
of  in  your  testimony  where  you  say  that  67  percent  of  seniors  have 
said  that  if  they  were  faced  with  a  plan  that  provided  them  with 
a  drug  benefit  that  would  cost  them  $35  a  month  as  a  premium 
with  a  $200  deductible  and  which  paid  for  50  percent  of  the  cost 
of  prescriptions  and  that  had  an  out-of-pocket  cost  over  the  year  of 
about  $4,000,  that  they  would  not  voluntarily  purchase  that. 

We  have  a  plan,  the  only  plan  we  have  before  us  that  we  can 
refer  to  is  the  Thomas  bill  that  was  here  before  us  2  years  ago  that 
would  have  greater  costs  involved  per  senior  to  participate  in  that 
plan.  Do  you  believe  that  the  Thomas  plan  would  be  something 
that  seniors,  given  your  survey,  would  want  to  adopt? 

Mr.  NOVELLI.  We  did  not  test  the  elements  of  the  Thomas  plan. 
We  tested  the  plan  that  you  just  talked  about, 

Mr.  Becerra.  Right,  and  the  elements  of  the  Thomas  plan  are 
even  more  severe  in  terms  of  costs  on  seniors  than  what  you  sur- 
veyed. 

Mr.  NOVELLI.  Precisely  my  point.  It  is  going  to  be  very  difficult 
to  come  up  with  a  plan  that  is  going  to  be  adequate,  that  is  going 
to  be  viable,  and  as  I  said  before,  we  are  willing  to  look  at  any- 
thing. We  are  willing  to  help.  We  are  willing  to  test  any  element, 
but  you  have  a  very  tough  job  on  your  hands. 

Mr.  Becerra.  Thank  you  very  much.  Thank  you,  Mr.  Chairman. 

Chairman  Thomas. [Presiding.]  I  thank  my  colleagues.  I  apologize 
to  the  panel.  Oftentimes,  this  place  is  a  three-ring  circus,  and  I  was 
in  the  second  and  third  rings  for  a  little  while. 

I  do  understand  the  line  of  questioning.  However,  I  have  found 
that  at  some  point,  people  have  to  bump  up  against  reality,  and  if, 
in  fact,  we  pass  a  major  prescription  drug  bill  with  modernizations 
in  the  $350  billion  range,  I  think  you  will  find  that  there  will  be 
a  significant  difference  between  what  seniors  ask  as  their  druthers 
and  what  they  are  willing  to  do  if,  in  fact,  it  is  in  front  of  them 
as  a  real,  viable  program.  My  assumption  is  the  real,  viable  pro- 
gram would  be  adopted. 

However,  because  of  all  the  other  changes  that  we  need  to  deal 
with,  there  are  ways  in  which  we  can  show  them  in  a  relative  way 
that  the  dollar  expended  by  the  senior  can  be  better  spent  tomor- 
row than  it  is  today,  and  Mr.  Novelli,  in  that  regard,  I  know  that 
you  are  involved  in  terms  of  the  various  activities  of  AARP  in  pro- 
viding seniors  with  Medigap  products.  Do  you  have  any  rough  idea 
of  the  percentage  of  your  income  that  comes  from  the  Medigap 
products? 

Mr.  Novelli.  It  represents  probably  about  20  percent  of  our  in- 
come. 

Chairman  Thomas.  So  one-fifth  of  your  income  comes  from 
Medigap  programs,  in  which  only  the  last  dollar  on  some  of  the 
most  expensive  options  go  toward  prescription  drugs.  The  first  dol- 
lar of  every  Medigap  plan  goes  toward  immunizing  individuals 
against  the  cost  effectiveness  of  various  copays  and  other  payment 
structures. 

Do  you  believe  that  if  we  could  engage  in  a  constructive  dialog, 
we  might  be  able  to  come  up  with  a  higher  and  better  use  of  those 
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precious  dollars  that  seniors  now  spend  on  what  is  called  Medigap 
insurance? 

Mr.  NOVELLI.  As  you  know,  Mr.  Chairman,  we  have  talked  about 
this  before  and  my  answer  to  that  question  is,  yes,  we  should  have 
such  a  dialog.  Those  Medigap  programs  are  prescribed  by  law.  If 
they  should  change,  we  will  be  happy  to  change  with  them.  We  also 
have  a  pharmaceutical  service.  What  we  want  to  do  is  do  the  best 
job  we  can  for  our  members.  We  are  perfectly  happy  to  talk  about 
these  things  and  to  make  changes. 

Chairman  Thomas.  And  oftentimes  when  we  discuss  out-of-pock- 
et costs,  and  it  is  difficult  to  do  in  a  questionnaire,  we  do  not  re- 
mind the  seniors  how  much  they  are  currently  paying  out  of  pocket 
for  what  is,  frankly,  in  many  people's  opinion,  a  kind  of  a  lousy  in- 
surance product,  and  that  if  those  dollars  were  redirected  or  com- 
bined in  a  more  meaningful  way,  you  could  clearly  get  more  bang 
for  your  buck. 

That  is  one  of  the  areas  that  we  will  be  exploring  because  it  is 
not  just  additional  government  dollars  that  I  think  we  should  be 
dealing  with.  There  are  people  who  are  paying  out  of  pocket  now 
and  not  receiving  maximum  value  if  we  were  to  restructure  the 
way  in  which  Medicare  and  other  programs  interact. 

Second  question,  and  I  do  appreciate  your  testimony,  Mr.  Novelli, 
because  I  read  it  carefully  and  I  noticed  differences  from  the  first 
communication  from  AARP  under  the  new  leadership.  One  of  the 
points  that  I  really  want  to  stress  that  I  mentioned  earlier,  and  I 
will  repeat  myself  over  and  over  again,  in  the  Chairman's  opinion, 
what  we  did  when  we  created  Medicare  was  to  create  a  seniors', 
basically,  acute  care  health  program.  We  did  not  say  it  was  just  for 
wealthy  seniors  or  those  who  joined  a  particular  group  or  who  had 
a  sufficient  corporate  retirement  plan  to  blend  with  Medicare.  We 
did  it  for  all  seniors. 

The  failure  of  previous  Congresses  to  deal  reasonably  with  the 
low-income  issue  does  not  negate  that  basic  fact,  in  the  Chair's 
opinion,  and  that  our  responsibility  on  Medicare  is  to  all  seniors  to 
provide  a  uniform  national  program,  and  that  if,  in  fact,  we  are 
going  to  assist  low-income  seniors  as  low-income  first  and  seniors 
second,  we  are  not  really  doing  what  I  thought  Congress  committed 
itself  to  do  and  that  is  provide  a  health  care  program  for  all  sen- 
iors. 

Unfortunately,  that  is  the  way  it  has  evolved,  and  if  you  are  a 
senior  but  find  yourself  in  the  unfortunate  position  of  being  low-in- 
come, you  are  shuttled  to  a  State  structure  under  a  Medicaid  ar- 
rangement in  which  two  seniors  in  different  States  find  themselves 
treated  significantly  differently  and  the  benefits  available  to  them 
are  significantly  different  and  that  is  not,  I  do  not  think,  what  was 
intended  when  we  talked  about  a  seniors'  acute  health  care  pro- 
gram. 

I  know  there  have  been  some  statements  by  your  organization 
and  others.  Just  because  we  focus  on  low  income  as  a  needed  as- 
sistance in  a  larger  new  program  does  not  mean  that  that  low-in- 
come senior  assistance  has  to  come  through  what  I  consider  to  be 
the  flawed  traditional  structures,  and  I  hope  we  can  continue  a  dia- 
log in  that  area  because  my  goal  will  be  to  create  a  program  in 
which  we  have  a  modernized  Medicare  with  prescription  drugs 
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available  to  all  seniors  wherever  they  may  choose  to  live  and  not 
have  a  significant  portion  of  it  augmented  by  the  State  they  hap- 
pen to  live  in.  I  hope  you  would  share  that  goal. 

Mr.  NovELLi.  I  think  we  are  on  the  same  page.  We  obviously 
agree  with  you  that  we  do  not  want  to  means  test  Medicare.  We 
also  agree  that  there  can  be  ways  to  work  within  Medicare  on  abil- 
ity to  pay  and  we  would  be  very  happy  to  have  that  dialog. 

Chairman  Thomas.  I  would  only  tell  you,  do  not  assume  I  do  not 
want  to  means  test  Medicare.  I  just  do  not  believe  that  there  is  a 
practical  way  to  do  it  in  a  real-time  way,  and  I  am  still  working 
on  that,  because  at  the  same  time  we  provided  affordable  health 
care  for  all  seniors.  I  do  not  think  it  was  in  anyone's  mind  that 
what  we  wanted  to  do  was  to  not  provide  for  those  in  need  because 
it  would  cost  too  much  on  an  even-handed  way  in  which  we  were 
required  to  provide  resources  for  those  who  were  not  in  need,  and 
that  needs  to  be  a  discussion  that  we  will  save  for  a  future  day. 

Mr.  NovELLi.  We  appreciate  the  fact  that  you  see  the  need  for 
prescription  drug  coverage  that  is  universal.  I  think  it  has  been 
discussed  this  morning,  certainly,  but  I  would  like  to  reiterate  that 
this  is  a  problem  for  the  middle  class  of  elderly  people  and  not  just 
for  low-income  people. 

Chairman  Thomas.  There  is  no  question  that  that  is  the  case 
and  that  what  we  are  trying  to  do  is  create  a  structure  in  which 
everyone,  regardless  of  their  circumstances,  has  some  reason  to  join 
because  there  is  an  advantage  over  the  current  structure.  Fortu- 
nately, the  current  structure  is  so  poor  that  we  ought  not  to  have 
that  much  difficulty  in  creating  a  better  arrangement  as  far  as  pre- 
scription drugs  are  concerned. 

I  would  just  briefly  ask  if  any  member  of  the  panel  wants  to  re- 
spond. My  questions  were  directly  to  Mr.  Novelli,  but  obviously  in 
terms  of  low-income  and  a  broad-based  program  and  the  willing- 
ness of  seniors  to  adopt  them,  that  is  a  kind  of  a  broad-based  ques- 
tion. 

[No  response.] 

Chairman  Thomas.  With  that,  I  want  to  thank  you  very  much. 
Your  testimony  has  been  made  a  part  of  the  record,  has  been  read, 
and  will  be  pondered  over  as  we  move  forward.  This  is  not  the  end 
of  the  process,  it  is,  in  essence,  the  official  kicking  off.  We  will  be 
back  working  with  you  and  with  others  as  we  try  to  build  an  af- 
fordable prescription  drug  program  into  a  modernized  Medicare 
structure. 

I  would  like  to  include  in  the  record  the  statement  submitted  by 
Chellie  Pingree. 

[The  statement  of  Ms.  Pingree  follows:] 

Statement  of  the  Hon.  Chellie  Pingree,  Portland,  Maine 

Chairman  Thomas,  members  of  the  House  Ways  and  Means  Committee,  thank 
you  for  the  opportunity  to  testify  here  today.  The  high  cost  of  prescription  di-ugs  in 
this  country  is  a  travesty  and  Maine  is  no  different.  I  am  here  today  to  tell  you 
about  Maine's  innovative  approaches  to  securing  affordable  prescription  drugs.  I  ^\^ll 
focus  on  the  landmark  legislation  that  I  sponsored  in  2000,  An  Act  to  Estabhsh 
Fairer  Pricing  for  Prescription  Drugs,  more  commonly  known  as  "Maine  Rx."  I  also 
want  to  share  the  story  of  Maine's  ongoing  struggle  for  fair  prescription  drug  prices 
and  what  we  learned  from  our  experiences. 

The  story  of  Maine's  most  recent  fight  for  affordable  prescription  drugs  begins 
with  seniors  who  were  fed  up  with  paying  higher  and  higher  prices  and  who  knew 
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that  they  could  buy  their  prescriptions  at  nearly  half  the  cost  if  they  just  crossed 
the  border  to  Canada.  In  2000,  Maine  people,  led  by  seniors,  came  to  me  looking 
for  affordable  prescription  drugs  that  they  could  purchase  at  their  local  pharmacy. 
This  is  not  a  new  problem,  and  in  Maine  we've  had  prescription  drug  subsidy  pro- 
grams to  help  low-income  seniors  and  families  since  1975.  We  had  already  made 
substantial  changes  to  these  programs  over  the  years,  but  there  was  great  reluc- 
tance to  further  expand  them.  By  the  mid  1990s,  prescription  drug  costs  were  grow- 
ing so  significantly  that  they  put  our  seniors'  health  at  risk.  Hardworking  Mainers 
were  forced  to  choose  between  food  and  the  drugs  they  needed  to  stay  alive,  and 
even  during  a  time  of  economic  prosperity  in  Maine  the  number  of  uninsured  was 
growmg  and  an  increasing  number  of  seniors  were  coming  forward  with  very  painful 
stories.  By  this  point,  most  ]awmakers  knew  another  subsidy  was  not  the  answer 
when  drug  costs  were  rising  faster  than  a  runaway  train.  Maine  could  not  keep 
bearing  the  costs  for  drug  company  executives  whose  profits  seemed  more  important 
than  people.  I  came  to  the  conclusion  that  we  needed  to  look  at  the  problem  dif- 
ferently. Every  industrialized  nation  in  the  world  negotiated  with  drug  companies 
for  lower  costs  EXCEPT  the  United  States.  I  decided  that  Maine  needed  to  have 
unified  voice  with  which  it  could  negotiate  for  lower  prices  on  behalf  of  its  citizens, 
and  so  I  wrote  the  Maine  Rx  bill. 
As  passed,  the  Maine  Rx  Program  does  the  following: 
J  •  establishes  the  Maine  Rx  program  in  which  the  State  serves  as  a  pharma- 

ceutical benefits  manager  (PBM)  for  the  estimated  325,000  Maine  residents  who 
have  no  prescription  drug  benefit; 

•  prevents  profiteering  and  hindering  the  sale  of  prescription  drugs  in  Maine 
by  drug  manufacturers; 

o  authorizes  interstate  cooperation  for  bulk  purchasing  and  cost  saving; 

•  provides  for  emergency  prescription  drug  prices  if  the  negotiations  do  not 
produce  prices  comparable  to  the  lowest  prices  paid  in  Maine;  and 

•  creates  a  Prescription  Drug  Advisory  Commission  charged  with  reviewing 
access  to  prescription  drugs  in  Maine,  advising  the  Commissioner  of  Human 
Services  and  reporting  to  the  Legislature  and  Governor.  The  commission  is 
made  up  of  a  diverse  group  of  community  members  representing  the  medical 
community,  pharmacists  and  seniors. 

The  Maine  legislation  is  comprehensive  and  serves  as  model  for  more  than  twenty 
other  states  across  the  country. 

Currently,  Maine  has  three  prescription  drug  programs  for  its  residents,  and  we 
are  battling  lawsuits  against  two  of  the  programs.  Healthy  Maine  Prescriptions  and 
Maine  Rx.  In  2000,  we  were  at  the  forefront  with  Vermont  in  securing  a  Federal 
Medicaid  wavier  to  extend  Medicaid  prescription  drug  benefits  to  the  uninsured,  and 
since  1975,  we  have  steadily  increased  both  the  individuals  and  the  prescriptions 
covered  in  our  subsidy  program,  the  Low  Cost  Drug  Program  for  the  Elderly  and 
Disabled. 

Through  letters,  public  testimony  and  local  community  forums  on  prescription 
drugs,  I  learned  that  Maine  people  want  to  be  able  to  purchase  safe,  high-quality 
prescription  drugs  at  affordable  prices  at  their  local  pharmacies.  They  want  a  sys- 
tem in  which  consumers,  pharmacies,  manufacturers  and  the  State  get  a  fair  deal. 
They  do  not  want  prescription  drugs  to  consume  millions  of  dollars  in  State  funds, 
and  this  is  why  in  Maine  we  decided  to  negotiate  for  lower  prices.  It  is  equally  im- 
portant for  the  Federal  Government  to  negotiate  a  lower  price  for  Medicare  and 
then  offer  a  comprehensive  benefit  to  seniors.  We  cannot  pay  retail  for  prescription 
drugs — we  should  negotiate  our  price,  just  like  every  other  industrialized  nation  in 
the  world,  and  just  like  we  do  with  the  prescriptions  supplied  to  Veterans  through 
the  Veterans'  Administration. 

In  Maine,  seniors  have  been  traveling  to  Canada  to  buy  affordable  prescription 
drugs  for  years.  On  the  most  recent  trip  in  March  of  this  year,  sponsored  by  the 
Alliance  for  Retired  Americans,  24  people  saved  $11,000  on  their  prescription  drugs. 
Many  of  the  folks  on  this  trip  had  never  purchased  prescription  drugs  from  Canada 
before,  and  several  said  they  had  been  searching  for  the  bus  and  ways  to  buy  afford- 
able prescription  drugs  for  some  time.  Many  felt  like  going  to  Canada  and  saving 
that  $500  or  $1500  was  really  changing  their  lives.  These  are  people  with  serious 
health  problems,  seventy-five  year  old  women  traveling  alone  on  a  bus  to  Canada 
to  buy  affordable  prescriptions  and  couples  traveling  nervously,  not  really  believing 
the  position  in  which  they've  found  themselves.  Many  of  the  Maine  seniors  I  know 
are  determined  to  go  to  Canada  and  save  as  much  money  as  possible.  However, 
most  are  acutely  aware  that  they  are  leaving  their  country  to  take  better  care  of 
themselves  and  as  unfortunate  as  this  is,  that  they  are  lucky  to  be  able  to  travel 
to  Canada. 
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As  this  debate  moves  forward,  I  want  to  impress  upon  you  the  great  need  for  Con- 
gressional action.  State  budgets  can  be  very  fragile,  and  for  a  state  hke  Maine  to 
spend  the  millions  it  does  on  prescription  drugs  is  very  difficult.  Our  state  constitu- 
tion demands  a  balanced  budget,  and  the  pressures  of  paying  the  ever-rising  cost 
of  prescription  drugs  stresses  the  entire  state  system.  We  need  federal  legislation 
that  will  do  one  of  two  things:  either  provide  a  prescription  drug  benefit  under 
Medicare,  passing  on  negotiated  discounts  to  seniors,  or  free  up  the  states  to  use 
innovative  programs  like  Maine  Rx  while  the  debate  in  Congress  continues. 


Chairman  Thomas.  Thank  you  all  for  being  here.  Thank  you  for 
your  patience. 

Mr.  McDermott.  Mr.  Chairman,  could  you  give  us  sort  of  an 
outline  of— you  said  this  was  the  beginning  of  the  process.  I  kind 
of  would  appreciate  it  if  you  would  give  us  some  kind  of  outline  of 
how  we  are  going  to  get  to  the  period  before  Memorial  Day.  What 
is  your  outline  or  your  feeling  about  

Chairman  Thomas.  I  am  looking  for  the  Chairwoman  of  the 
Health  Subcommittee.  What  has  been  occurring,  both  at  the  sub- 
committee level  and  on  an  inter-subcommittee  level  between  Ways 
and  Means  and  Commerce  are  ongoing  discussions  of  options,  what 
they  might  look  like.  We  need  to  shift  into  a  more  rigorous  struc- 
ture in  which  we  begin  to  build  packages  and  do  spend-out  ar- 
rangements, and  again,  doing  it  on  both  a  subcommittee  Ways  and 
Means  basis  and  then  interacting  with  the  Commerce  Committee, 
since  we  have  to  work  together.  Our  goal  will  be  over  the  next  2 
to  3  weeks  to  move  fairly  quickly  in  putting  options  together  and 
then  have  the  subcommittees  begin  to  vote  and  move  on  those  op- 
tions. 

Mr.  McDermott.  Will  there  be  hearing  time  for  those  options 
when  they  are  put  out? 

Chairman  Thomas.  It  is  the  Chair's  intention  now  to  try  to  put 
together  a  package,  get  responses  to  the  pieces  of  the  package,  piill 
it  together,  get  responses  to  the  package,  and  move  it  forward.  As 
to  whether  that  gets  done  completely  at  the  subcommittee  level  and 
then  moving  up  to  the  full  Committee  is  not  yet  determined.  In 
part,  it  will  depend  upon  the  ongoing,  positive  working  relationship 
with  Commerce. 

If  the  gentleman  will  recall,  when  he  was  a  Member  of  the 
Health  Subcommittee  and  I  was  the  Chair  of  it,  it  was  a  slightly 
different  environment  than  is  currently  the  case.  It  is  this  Chair's 
opinion  that  the  recent  changes  in  chairs  create  an  opportunity  be- 
tween Committees  to  create  a  much  more  cooperative  working  at- 
mosphere between  the  Committees  and  the  Chair  hopes  to  cap- 
italize on  that. 

Mr.  McDermott.  When  you  say  you  are  going  to  get  responses, 
do  you  mean  put  it  out  to  the  parties  involved  or  are  you  going  to 
put  it  out  in  front  of  us  and  let  us  discuss  and  ask  questions  of  wit- 
nesses and  so  forth? 

Chairman  Thomas.  All  of  the  above,  including  any  other  ideas 
that  we  can  come  up  with. 

Mr.  McDermott.  Thank  you. 

Chairman  Thomas.  With  that,  the  hearing  stands  adjourned. 
Thank  you  very  much. 

[Whereupon,  at  3:10  p.m.,  the  hearing  was  adjourned.] 
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[Submissions  for  the  record  follow:] 

Statement  of  the  American  College  of  Physicians — ^American  Society  of 

Internal  Medicine 

The  American  College  of  Physicians-American  Society  of  Internal  Medicine  (ACP- 
ASIM) — representing  115,000  physicians  and  medical  students — is  the  largest  med- 
ical specialty  society  and  the  second  largest  medical  organization  in  the  United 
States.  Internists  provide  care  for  more  Medicare  patients  than  any  other  medical 
specialty.  We  congratulate  the  Committee  on  Ways  and  Means  for  holding  this  im- 
portant hearing  to  address  the  need  for  a  Medicare  prescription  drug  benefit.  ACP- 
ASIM  thanks  Congressman  Bill  Thomas,  chair  of  the  Committee,  and  other  com- 
mittee members  for  convening  this  important  hearing. 

Background 

Medicare  suffers  from  an  outdated  benefits  package  that  denies  patients  access 
to  life-saving  medications.  Medicare  beneficiaries  are  denied  access  to  important  life- 
saving  medications  because  the  existing  plan  of  benefits,  which  remains  fundamen- 
tally the  same  as  that  which  was  established  when  the  program  was  created  in 
1965,  excludes  coverage  for  most  prescription  drugs.  The  Medicare  program  as  a 
whole  faces  a  difficult  financial  future,  trying  to  find  ways  to  adequately  finance 
both  the  HI  and  SMI  programs  for  beneficiaries.  Clearly,  comprehensive  reform  of 
the  Medicare  program  is  required  to  assure  that  needed  health  services  are  provided 
to  beneficiaries  and  to  maintain  the  financial  solvency  of  the  program.  Greater  costs 
could  mean  higher  premiums  for  beneficiaries,  reduced  benefits,  or  a  payroll  in- 
crease for  employers  and  employees.  Adding  an  expensive  Medicare  prescription 
drug  benefit  to  the  existing  program  could  exacerbate  looming  financial  troubles  and 
prove  fatal  to  the  Medicare  program.  However,  by  focusing  on  the  neediest  bene- 
ficiaries first  and  given  an  adequate  budget  outlay  by  Congress,  policy  makers  could 
design  a  well-financed  drug  benefit  that  helps  our  most  vulnerable  seniors. 

Ideally,  a  prescription  drug  benefit  should  cover  all  Medicare  beneficiaries  equally. 
However,  if  a  universal  benefit  carries  too  large  a  price  tag,  then  coverage  should 
be  targeted  to  those  most  in  need — low-income  beneficiaries,  those  with  high  drug 
costs,  and  those  with  multiple  chronic  diseases.  To  ensure  a  high  quality  of  life  and 
to  eliminate  costly,  unnecessary  hospitalizations,  our  most  vulnerable  Medicare 
beneficiaries  must  have  access  to  needed  prescription  medications.  ACP-ASIM  sup- 
ports a  number  of  mechanisms  to  control  the  costs  of  a  prescription  drug  benefit, 
but  emphasizes  that  patient  safety  and  quality  of  care  should  be  the  primary  focus. 
Congress  should  expand  Medicare  benefits  to  cover  prescription  drugs  and  institute 
measures  to  lower  the  costs  of  prescription  drugs. 

Another  idea  introduced  by  the  Administration,  the  Medicare-Endorsed  Prescrip- 
tion Drug  Card  Initiative,  also  offers  a  short-term  solution  to  seniors'  rising  drug 
costs.  While  a  prescription  drug  card  plan  would  provide  some  assistance  for  needy 
seniors,  it  is  not  a  substitution  for  long-term,  comprehensive  prescription  drug  cov- 
erage for  Medicare  beneficiaries.  As  Congress  develops  proposals  to  provide  drug 
coverage,  the  Administration's  proposal  enables  seniors  to  earn  discounts  on  medica- 
tions for  the  immediate  future.  Even  a  10%  discount  on  retail  drug  prices  could  help 
beneficiaries  as  they  await  action  from  Congress.  ACP-ASIM  supports  a  drug  card 
plan  that  ensures  minimal  costs  for  seniors,  up-front  pricing  information,  and  guar- 
anteed savings  for  Medicare  beneficiaries,  not  at  the  expense  of  local  pharmacies. 

ACP-ASIM  Recommendations 

1.  The  highest  priority  should  go  toward  providing  voluntary  prescription  drug 
benefits  for  those  most  in  need:  low  income  beneficiaries  who  do  not  have  access  to 
drug  coverage  under  other  plans. 

2.  If  sustainable,  predictable  financing  is  available,  ACP-ASIM  supports  providing 
an  optional  Medicare  prescription  drug  benefit  to  all  beneficiaries,  regardless  of  in- 
come and  health  status. 

3.  Drug  benefit  plans  should  be  voluntary,  and  seniors  should  be  able  to  opt  out 
of  the  program  and  maintain  their  existing  Medicare  coverage. 

4.  The  benefit  must  be  financed  in  such  a  way  as  to  bring  in  sufficient  revenue 
to  support  the  costs  of  the  program,  both  short  and  long-term,  without  further 
threatening  the  solvency  of  the  Medicare  program  or  requiring  cuts  in  payments  for 
other  services  or  reduced  benefits  in  other  areas.  ACP-ASIM  recommends  that  Con- 
gress consider:  (1)  increasing  general  revenues  or  payroll  taxes  to  support  a  Medi- 
care prescription  drug  benefit,  and  (2)  income-related  premium  contributions,  co- 
payments,  and  deductibles  to  support  the  program. 
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5.  The  maximum  allowable  Medicare  reimbursement  for  prescription  drugs  should 
balance  the  need  to  restrain  the  cost  of  the  benefit  with  the  need  to  create  financial 
incentives  for  manufacturers  to  continue  to  develop  new  products.  Rigid  price  con- 
trols that  will  discourage  innovation  and  threaten  drug  supply  should  be  rejected. 

6.  ACP-ASIM  supports  using  prudent-purchasing  tools  in  designing  a  Medicare 
prescription  drug  benefit.  Like  the  VA,  Medicare  should  investigate  average  whole- 
sale drug  prices  and  directly  negotiate  with  manufacturers  or  wholesalers. 

7.  Until  the  safety  concerns  issued  by  the  FDA  and  HHS  are  resolved,  ACP-ASIM 
opposes  prescription  drug  re-importation  as  a  means  to  reduce  retail  drug  prices. 

8.  If  therapeutic  safety  and  equivalency  are  established,  then  generic  drugs  should 
be  used,  as  available,  for  beneficiaries  of  a  Medicare  prescription  drug  benefit.  In 
order  to  eliminate  delays  for  generic  entrj^  into  the  market  and  discourage  financial 
arrangements  between  generic  and  name  brand  manufacturers,  Congress  should 
close  loopholes  in  patent  protection  legislation. 

9.  ACP-ASIM  supports  research  into  the  use  of  evidence-based  formularies  with 
a  tiered  co-pajrment  system  and  a  national  drug  information  system, ^  as  a  means 
to  safely  and  effectively  reduce  the  cost  of  a  Medicare  prescription  drug  benefit, 
while  assuring  access  to  needed  medications.  Demonstration  projects  to  test  such 
methods  should  be  established  before  a  national  program  is  introduced. 

10.  Medicare  prescription  drug  formularies  should  not  operate  to  the  detriment 
of  patients,  such  as  those  developed  primarily  to  control  costs.  Decisions  about 
which  drugs  are  chosen  for  formulary  inclusion  should  be  based  on  effectiveness, 
safety,  and  ease  of  administration  rather  than  solely  based  on  cost.  Formularies 
should  be  constructed  so  that  physicians  have  the  option  of  prescribing  drugs  that 
are  not  on  the  formulary  (based  on  objective  data  to  support  a  justifiable,  medicaUy- 
indicated  cause)  without  cumbersome  prior  authorization  requirements. 

11.  Medicare  prescription  drug  benefit  should  not  limit  coverage  to  certain  thera- 
peutic categories  of  drugs,  or  drugs  for  certain  diseases. 

12.  To  counterbalance  pharmaceutical  manufacturers'  direct-to-consumer  adver- 
tising, ACP-ASIM  recommends  that  insurers,  patients  and  physicians  have  access 
to  unit  price  and  course  of  treatment  costs  for  medically  equivalent  prescription 
drugs. 

13.  If  pharmacy  benefit  managers  (PBMs)  are  used  to  administer  a  Medicare  pre- 
scription drug  benefit,  they  should  be  subject  to  consumer  protection  standards  of 
accountability,  including: 

•  Disclosure  to  patients,  physicians,  and  insurers  of  the  financial  relation- 
ships between  PBMs,  pharmacists,  and  pharmaceutical  manufacturers; 

•  Requiring  that  PBM  requests  to  alter  medication  regimes  occur  only  when 
such  requests  are  based  on  objective  data  supported  by  peer  reviewed  medical 
literature  and  after  having  undergone  review  and  approval  by  associated  MCO/ 
MBHO  Pharmacy  and  Therapeutics  Committees, 

•  Requiring  that,  with  a  patient's  consent,  PBMs  be  required  to  provide  treat- 
ing physicians  with  aU  available  information  about  the  patient's  medication  his- 
tory. 

14.  ACP-ASIM  believes  that  switching  prescription  medications  to  over-the- 
counter  status  should  be  based  on  clear  clinical  evidence  that  an  OTC  switch  would 
not  harm  patient  safety,  through  inaccurate  self-diagnosis  and  self-medication,  or 
lead  to  reduced  access  to  "switched"  drugs  because  they  would  no  longer  be  covered 
under  a  prescription  drug  benefit.  Manufacturers  and  other  interested  parties 
should  be  allowed  to  request  such  a  reclassification. 

15.  ACP-ASIM  supports  the  creation  of  a  Medicare  prescription  drug  card  pro- 
gram as  a  first  step  to  providing  seniors  assistance  with  prescription  drug  costs,  pro- 
vided that: 

•  The  program  is  not  a  substitute  for  comprehensive  Medicare  prescription 
drug  coverage. 

•  Pharmacy  benefit  managers  (PBMs)  are  required  to  pass  on  rebates  from 
manufacturers  to  pharmacies,  and  subsequently,  beneficiaries. 

•  Program  costs  for  beneficiaries  are  minimal  or  free. 


lA  national  effort  to  establish  a  uniform,  evidence-based  prescription  drug  system  would  pro- 
vide physicians,  insurers,  PBMs,  and  patients  with  much-needed  information  about  prescription 
drugs,  including  which  are  most  beneficial  and  cost  effective.  This  kind  of  analysis  would  require 
a  great  deal  of  expertise,  time  and  money.  It  must  be  independent  and  unbiased,  controlled  by 
an  independent  body  of  physicians,  patients,  and  pharmacists  appointed  by  HHS  to  supply  mi- 
portant  drug  information  to  all  involved  parties.  Any  national  effort  to  design  an  e^^dence-based 
system  must  be  non-restrictive  for  physicians  and  patients,  in  order  to  pro\ade  the  best  quality 
health  care.  An  evidence-based  formulary  could  be  used  in  an  ad\asory  role,  rather  than  as  a 
mandate  for  prescribing. 


118 

•  Card  sponsors  publish  complete  drug  pricing  information,  so  that  Medicare 
recipients  can  "shop"  for  the  best  card. 

Conclusion 

ACP-ASIM  is  pleased  that  the  Committee  is  addressing  the  needs  of  Medicare 
beneficiaries  to  have  access  to  affordable,  life-saving  medications.  The  College 
stands  ready  to  assist  the  Committee  and  members  of  Congress  to  implement  the 
recommendations  identified  in  our  statement.  ACP-ASIM  supports  a  number  of 
cost-saving  mechanisms  described  in  our  statement,  but  with  the  condition  that  pa- 
tient safety  and  quality  of  care  should  be  the  primary  focus.  A  benefit  that  incor- 
porates consumer  protections  regarding  pharmacy  benefit  managers  and  formulary 
use  could  be  both  cost-effective  and  responsive  to  seniors'  prescription  needs.  In  ad- 
dition, higher-income  beneficiaries  should  pay  higher  premiums  to  increase  revenue 
to  the  program  and  allow  for  subsidies  to  lower-income  recipients. 

Further  research  is  needed  to  examine  the  effects  of  evidence-based  formularies 
and  the  long-term  effects  of  more  popular  methods  of  reducing  costs,  including 
PBMs,  tiered  formularies,  and  price  controls.  No  matter  what  methods  are  used  to 
administer  a  cost-effective  Medicare  prescription  drug  benefit,  reducing  costs  should 
not  result  in  diminished  care  or  poor  access  to  necessary  medications.  ACP-ASIM 
recognizes  the  needs  of  older  Americans,  and  calls  on  policy  makers  to  respond  with 
a  Medicare  prescription  drug  benefit  that  addresses  those  needs  as  soon  as  possible. 

For  more  on  ACP-ASIM's  positions  on  Medicare  reform  and  prescription  drug  cov- 
erage, please  visit  our  web  site  http://www.acponline.org/advocacy. 


Statement  of  the  Infectious  Diseases  Society  of  America,  Alexandria, 

Virginia 

As  the  House  Ways  and  Means  Committee  debates  providing  prescription  drug 
coverage  to  one  of  the  nation's  most  vulnerable  populations — the  elderly — under  the 
Medicare  program  and  develops  legislation  to  implement  this  important  change,  the 
Infectious  Diseases  Society  of  America  (IDSA)  strongly  urges  Committee  Members 
to  include  coverage  for  home-based  outpatient  intravenous  (IV)  antimicrobial  ther- 
apy and  the  related  physician  case  management  services  and  supplies  in  this  new 
benefit.  IDSA  represents  nearly  7,000  physicians  and  scientists  devoted  to  patient 
care,  education,  research,  and  community  health  planning  in  infectious  diseases.  As 
the  physicians  who  coordinate  care  for  patients  with  serious  infections,  our  members 
are  keenly  aware  of  the  how  Medicare's  failure  to  cover  home-based  outpatient  IV 
antimicrobial  therapy  disadvantages  both  American  taxpayers  and  the  Medicare 
beneficiaries. 

Medicare  policy  prohibiting  coverage  of  outpatient,  self-administered  drugs  has  se- 
verely limited  access  of  Medicare  patients  to  ambulatory  IV  therapy,  thus  forcing 
them  to  rely  on  more  costly  and  less-convenient  inpatient  hospital  care.  Covering 
home-based  outpatient  IV  antimicrobial  therapy  and  its  related  services  and  sup- 
plies under  Medicare  would  greatly  benefit  American  taxpayers  as  home-based  ther- 
apy is  a  safe  and  much  less-expensive  alternative  to  providing  it  in  the  hospital. 
This  is  why  most  private  insurers  and  many  Medicare  HMOs  cover  this  service.  The 
benefit  to  elderl>  patients  receiving  this  therapy  in  their  home  is  improved  quality 
of  life,  convenience  and  time-saved. 

IDSA  understands  that  Congressional  leaders  are  considering  adding  a  limited 
drug  benefit  that  would  cover  cancer  drugs  to  the  Medicare  program.  We  applaud 
and  encourage  the  addition  of  this  important  new  benefit,  but  strongly  urge  that 
such  a  benefit  also  include  coverage  of  outpatient  IV  antimicrobial  therapy.  In  addi- 
tion to  IDSA,  the  American  Medical  Association  also  has  endorsed  this  approach. 
Their  written  policy  states  that  AMA  "endorses  the  use  of  home  injections  and/or 
infusions  .  .  .  (including  chemotherapy  and/or  antibiotic  therapy)  for  appropriate 
patients  under  physician  supervision,  and  encourages  [CMS]  and/or  other  insurers 
to  provide  adequate  reimbursement  for  such  treatment"  due  to  "the  benefits  of  such 
treatments  in  terms  of  cost  savings,  increased  quality  of  life  and  decreased  mor- 
bidity." [AMA  poHcy  H-55.986] 

The  Problem 

Unlike  many  private  insurers  and  Medicare  health  maintenance  organizations 
(HMOs),  the  Medicare  fee-for-service  program  does  not  cover  IV  antimicrobial  ther- 
apy provided  in  the  home  whether  self-administered  or  administered  by  a  trained 
health  professional.  This  means  that  patients  must  stay  in  a  hospital,  sometimes 
for  several  weeks,  where  they  are  at  risk  of  exposure  to  hospital-acquired  infections. 
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or  travel  to  their  physician's  office,  sometimes  twice  a  day  to  receive  this  treatment. 
Not  only  is  home-based  drug  infusion  therapy  safe  and  effective,  it  also  is  much  less 
expensive.  Whereas  hospital-based  antimicrobial  IV  therapy  typically  costs  $1,000 
per  day,  home-based  therapy  costs  less  than  $200  a  day.  One  study  estimates  that 
Medicare  can  save  approximately  $5.3  billion  in  10  years  simply  by  covering  home- 
based  rV  antimicrobial  therapy. 

Medicare  patients  are  often  outraged  when  they  discover  that  Medicare  won't 
cover  this  essential  therapy  unless  they  are  hospitalized  for  long  periods  of  time  or 
visit  their  doctor's  office  as  often  as  seven  days  a  week  for  weeks  on  end.  For  rural 
patients,  this  can  mean  traveling  150  miles  a  day  to  receive  this  15-minute  treat- 
ment that  they  could  easily  receive  at  home.  Their  frustration  is  exacerbated  when 
they  discover  that  patients  who  are  privately  insured  or  covered  by  Medicare  HMOs 
are  released  from  the  hospital  to  continue  drug  therapy  at  home. 

Treating  Medicare  beneficiaries  in  their  homes  also  would  reduce  their  exposure 
to  hospital-acquired,  antimicrobial-resistant  infections.  Hospital-acquired  infections 
affect  over  5  percent  of  hospitalized  patients  and  result  in  increased  costs  to  the 
Medicare  program.  On  average,  hospital-acquired  infections  tend  to  add  four  days 
to  a  patient's  hospital  stay  and  cause  more  than  20,000  deaths  a  year. 

When  is  IV  Antimicrobial  Therapy  Necessary? 

Physicians  routinely  prescribe  antimicrobial  IV  therapy  for  serious  infections  that 
cannot  be  treated  with  oral  antimicrobial  agents.  When  prescribed  with  a  physi- 
cian's oversight,  IV  antimicrobial  therapy  is  a  safe  and  effective  way  to  treat  a  num- 
ber of  infections,  including  certain  bone  and  skin  infections,  endocarditis  (an  infec- 
tion of  the  heart  valves),  pneumonia,  bronchitis,  urinary  tract  infections  and  pelvic 
inflammatory  disease.  Osteomyelitis,  a  bone  infection,  frequently  requires  long 
courses  of  therapy  with  high  concentrations  of  intravenously  administered 
antimicrobials.  Drug  treatment  for  four  or  more  weeks  is  common.  Cellulitis,  an  in- 
fection of  the  skin  and  surrounding  tissue,  is  another  condition  commonly  treated 
in  this  manner.  Serious  fungal  and  viral  infections  often  occur  in  people  who  have 
impaired  immune  systems,  such  as  those  with  AIDS,  diabetes  or  who  have  received 
an  organ  transplant.  Moreover,  antimicrobial  infusion  therapy  can  be  tremendously 
beneficial  for  people  predisposed  to  repeated  infections,  such  as  those  with  cystic  fi- 
brosis. Traditionally,  these  individuals  must  be  admitted  to  hospitals  frequently  to 
treat  recurring  infections.  They  also  are  those  at  highest  risk  for  catching  new  infec- 
tions in  a  hospital. 

Osteomyelitis,  cellulitis,  endocarditis,  and  pneumonia  account  for  over  80  percent 
of  all  cases  requiring  IV  antimicrobial  therapy.  Together,  these  conditions  account 
for  nearly  six  percent  of  the  12  million  annual  Medicare  hospital  discharges,  at  a 
cost  of  over  $4  billion  annually. 

Services  and  Supplies  Necessary  for  Outpatient  Drug  Therapy 

In  addition  to  antimicrobial  drugs,  other  services  and  supplies  are  necessary  for 
safe  and  effective  outpatient  IV  antimicrobial  therapy.  First,  physicians  must  pre- 
scribe and  oversee  the  therapy.  Physicians  select  the  appropriate  drug,  dosage,  and 
length  of  treatment;  monitor  the  patient's  progress;  look  for  side  effects  of  the  ther- 
apy; and  respond  to  any  emergencies.  Second,  nurses  usually  educate  patients  and 
their  caretakers  about  administering  the  infusion  and  caring  for  the  infusion  site. 
They  also  may  monitor  the  patient's  progress,  coordinate  care,  and  oversee  the  ac- 
tual IV  infiision.  Third,  pharmacists  prepare  and  distribute  the  prescribed  drugs 
and  respond  to  patients'  questions  regarding  the  therapy  and  its  side  effects.  Some- 
times they  monitor  laboratory  results  and  collaborate  with  physicians  and  nurses 
to  adjust  drug  dosages.  Finally,  laboratory  services  are  necessary  to  monitor  the  pa- 
tient's status  and  response  to  therapy. 

Medicare  currently  does  not  reimburse  physicians  for  their  services  unless  they 
see  the  patient  directly  or  the  patient  is  enrolled  in  the  home  health  or  hospice  pro- 
gram. Safe  and  effective  home  drug  therapy,  however,  requires  continuous,  active 
oversight  by  a  knowledgeable  physician.  Ongoing  physician  involvement  is  as  impor- 
tant in  the  outpatient  setting  as  it  is  in  the  hospital.  Although  physicians  probably 
will  need  to  meet  with  patients  weekly  while  the  outpatient  IV  antimicrobial  ther- 
apy is  underway,  they  also  will  need  to  spend  a  significant  amount  of  time  coordi- 
nating care  with  the  patient  and  other  health  professionals,  reviewing  laboratory 
test  results,  and  generally  monitoring  the  patient's  progress  and  any  com.phcations. 

As  for  equipment,  two  types  are  critical.  First,  there  must  be  an  access  de\dce  to 
insert  the  drug  into  the  body.  Peripheral  (IV)  catheters,  central  catheters  and  sub- 
cutaneous ports  are  examples.  Next,  an  infusion  device  controls  the  rate  of  drug 
flow.  Infusion  devices  range  from  sophisticated  pumps  that  allow  for  the  infusion 
of  multiple  drugs  at  different  rates  to  simple  syringes  and  gravity  drip  systems.  As 
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opposed  to  narcotics  and  other  pain  medication,  IV  antimicrobial  agents  tend  to  use 
fairly  simple  and  inexpensive  access  and  control  devices.  Other  equipment  that  may 
be  needed  include  IV  poles,  tubing,  and  dressing  supplies. 

Finally,  it  is  not  clear  that  physician  dispensing  of  the  drugs  and  pump  used  in 
outpatient  antimicrobial  therapy  to  patients  in  their  homes  is  exempt  from  the 
Stark  law's  prohibition  on  self-referrals.  Thus,  we  urge  Congress  to  strongly  con- 
sider a  remedy  to  ensure  that  physicians  be  permitted  to  dispense  these  drug  thera- 
pies and  the  necessary  pumps. 

The  expansion  of  Medicare  coverage  to  include  outpatient  IV  antimicrobial  ther- 
apy is  a  cost-effective  reform  that  will  give  Medicare  beneficiaries  access  to  the  same 
therapies,  safety  and  convenience  as  their  private  sector  counterparts.  Modernizing 
Medicare  benefits  to  include  coverage  for  this  drug  therapy  makes  good  common 
sense  and  is  essential  to  the  good  health  of  our  nation's  elderly  people. 


Statement  of  the  National  Association  of  Chain  Drug  Stores,  Alexandria, 

Virginia 

Mr.  Chairman  and  Members  of  the  Committee,  The  National  Association  of  Chain 
Drug  Stores  (NACDS)  is  pleased  to  submit  this  statement  for  the  record  on  "Inte- 
grating Prescription  Drugs  into  Medicare."  NACDS  represents  about  200  chain 
pharmacy  companies  that  operate  about  34,000  retail  pharmacies  all  across  the 
United  States. 

Chain  pharmacy  is  the  single  largest  segment  of  pharmacy  practice.  Our  members 
include  the  traditional  chain  pharmacies,  the  food/pharmacy  combinations,  and  the 
mass  merchandise  pharmacy  operations.  We  filled  about  70  percent  of  the  3.1  billion 
prescriptions  provided  across  the  nation  last  year.  We  appreciate  the  opportunity  to 
describe  for  you  our  ideas  on  both  providing  a  comprehensive  Medicare  prescription 
drug  benefit  as  well  as  our  suggestions  for  interim  steps  that  the  Congress  can  take 
to  help  seniors  obtain  necessary  medications. 

Comprehensive  Approaches  to  Pharmacy  Coverage 

NACDS  supports  enactment  of  a  comprehensive  pharmacy  benefit  for  seniors.  In 
particular,  we  strongly  support  H.R.  3626,  the  Medicare  Drug  and  Service  Cov- 
erage Act  of  2002,  which  has  been  introduced  by  Representatives  Jo  Ann  Emerson 
and  Mike  Ross.  This  is  the  only  comprehensive  bipartisan  prescription  drug  bill  that 
has  been  introduced  in  the  House,  and  contains  the  many  elements  that  we  think 
are  important  in  a  meaningful,  quality  drug  benefit  for  seniors. 

This  includes  ensuring  that  seniors  have  access  to  the  pharmacy  of  their  choice, 
that  they  are  provided  with  community-based  pharmacy  services  with  provisions  for 
adequate  pa3mient  for  these  services,  and  that  the  use  of  low-cost  generic  drugs  is 
encouraged.  We  are  grateful  to  these  two  members  for  their  leadership  on  this  issue, 
and  we  also  appreciate  the  cosponsorship  of  the  Members  of  Congress  that  support 
this  bill.  This  bill  is  supported  not  only  by  NACDS,  but  the  entire  pharmacy  commu- 
nity, including  the  independent  pharmacies,  hospital  pharmacies,  and  nursing  home 
pharmacies. 

In  terms  of  the  recent  drug  benefit  proposal  that  passed  the  House  in  June  2000, 
HR  4680 — the  Medicare  Rx  Act — NACDS  and  all  of  organized  pharmacy  is  con- 
cerned with  the  approach  used  in  that  bill.  We  believe  we  would  have  similar  con- 
cerns with  that  type  of  bill  if  it  were  brought  to  the  House  floor  again  this  year. 

In  general,  we  have  concerns  with  "drugs-only"  insurance-based  and  PBM-based 
approaches  to  providing  prescription  drug  benefits.  We  do  not  support  the  ap- 
proaches used  by  these  entities  to  contain  costs,  because  they  are  primarily  focused 
on  reducing  access  to  prescription  medications,  and  reducing  pharmacy  reimburse- 
ment. Moreover,  we  also  do  not  believe  that  the  Medicare  program  needs  to  turn 
to  these  middlemen  to  obtain  the  savings  on  medications  that  Medicare  should  ob- 
tain, given  its  purchasing  power  in  the  market. 

We  believe  that  the  experience  of  the  government's  own  FEHBP  should  be  in- 
structive to  Members  of  Congress  as  they  consider  the  true  effectiveness  of  this  ap- 
proach to  providing  a  prescription  drug  benefit  for  seniors.  Our  analysis  indicates 
that  escalating  prescription  drug  spending  in  the  FEHBP  program — which  is  admin- 
istered by  the  same  PBMs  that  would  be  used  for  Medicare — ^has  contributed  signifi- 
cantly in  recent  years  to  the  sharp  premium  increases  seen  in  the  program. 

For  example,  in  2001,  40  percent  of  the  10.5  percent  increase  in  FEHBP  pre- 
miums was  attributable  to  drug  spending  increases.  In  2002,  37  percent  of  the  13.3 
percent  increase  in  FEHBP  premiums  was  attributable  to  drug  spending  increases. 
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Keep  in  mind  that  the  FEHBP  population  is  not  typical  of  the  traditional  older 
Medicare  population,  which  uses  more  drugs  and  has  higher  per  capita  expenditures 
than  the  much-younger  FEHBP  population.  If  the  PBMs  have  not  been  able  to  man- 
age prescription  drug  spending  in  the  FEHBP  program,  why  should  we  believe  that 
they  would  be  any  more  effective  in  the  higher-cost  Medicare  population? 

Interim  Approaches  to  Pharmacy  Coverage 

There  are  certain  interim  steps  that  we  encourage  Congress  to  take  if  a  com- 
prehensive drug  benefit  is  not  achievable  this  year.  If  Congress  cannot  come  to 
agreement,  or  insufficient  time  exists  to  develop  a  voluntary  benefit  for  all  seniors, 
then  we  think  we  should  start  with  making  medications  more  accessible  for  the 
most  vulnerable  in  society,  and  those  with  the  highest  medication  bills. 

Consolidated  Manufacturer  Card  Program  with  "Stop  Loss"  Coverage: 
NACDS  supports  an  interim  approach  that  would  have  two  components.  The  first 
component  would  create  the  necessary  Federal  infrastructure  for  low-income  seniors 
to  more  easily  access  the  various  drug  manufacturer  medication  subsidy  and  dis- 
count programs  that  are  being  developed.  The  second  component  would  provide  a 
full  pharmacy  benefit  for  seniors  who  need  "stop  loss"  coverage  because  they  have 
high  out  of  pocket  drug  costs. 

At  last  count,  nine  manufacturers  have  developed  these  programs  over  the  past 
few  months.  Some  of  these  programs  provide  discounts,  while  others  provide  sub- 
sidies, such  as  paying  the  full  cost  of  the  prescription  other  than  a  $12  or  $15  co- 
pay. 

However,  each  program  has  been  issuing  its  own  "card"  to  seniors  to  access  these 
discounts  and  subsidies  at  the  pharmacy.  Moreover,  each  program  has  different  eli- 
gibility criteria  and  enrollment  forms,  and  other  requirements  to  access  the  pro- 
gram. While  NACDS  views  these  programs  as  very  worthy,  we  are  concerned  that 
seniors  will  be  confused  by  the  multiple  programs,  and  that  they  will  create  oper- 
ational difficulties  for  pharmacies  having  to  deal  with  multiple  cards  for  seniors. 

As  a  result,  NACDS  announced  last  month  that  it  was  launching  the  Pharmacy 
Care  Alliance,  which  represents  a  strong  first  step  by  retail  pharmacy  leaders  to 
help  seniors  obtain  needed  prescription  drugs.  Among  other  activities,  the  Alliance 
will  help  educate  seniors  about  these  programs  so  that  they  can  be  used  to  the  max- 
imum extent  possible. 

We  have  also  created  the  PharmacyCareO^ieCard — a  new  concept  that  would 
allow  low-income  seniors  to  carry  a  single  card  for  participating  in  a  broad  number 
of  these  manufacturers'  discount  and  subsidy  programs.  We  hope  all  pharmaceutical 
manufacturers  that  sponsor  special  programs  for  seniors — whether  they  maintain 
their  own  card  program  or  not — will  become  partners  in  the  Alliance  and  offer  their 
programs  to  a  national  netw^ork  of  retail  pharmacies  through  the 
PharmacyCareO??eCarc?.  We  hope  to  build  an  open,  flexible  program  that  allows 
individual  manufacturers  and  retailers  to  choose  whether  and  how  to  participate. 

We  already  have  seen  results  from  our  efforts  to  push  for  a  consolidated  approach. 
Over  the  last  few  days,  several  manufacturers  have  responded  to  our  call  for  a  "one 
card",  and  have  joined  forces  to  create  the  "Together  Rx"  program,  which  would 
allow  seniors  to  access  these  manufacturers'  discount  programs  through  the  use  of 
one  card.  We  are  hopeful  that  this  card  program  might  eventually  be  joined  with 
our  program — as  well  as  other  manufacturer  card  programs  that  exist  in  the  mar- 
ket— to  offer  these  programs  to  seniors  through  the  use  of  a  true,  single  standard 
card. 

While  the  "Together  Rx"  card  clearly  moves  in  the  right  direction,  we  believe  that 
legislation  is  needed  to  facilitate  the  evolution  of  the  goal  of  creating  one  card,  and 
making  the  program  more  permanent  for  seniors.  We  believe  that  Federal  legisla- 
tion should  be  enacted  to  create  a  single  administrative  structure  that  can  be  used 
by  any  manufacturer  that  wants  to  offer  a  discount  or  subsidy  program.  Seniors 
would  be  able  to  use  one  card  at  the  pharmacy — rather  than  multiple  cards — to  ob- 
tain lower  medication  prices. 

Quality  of  care  would  also  be  enhanced,  since  a  single  electronic  prescription  proc- 
essing system  would  allow  the  pharmacist  to  check  for  any  potential  adverse  reac- 
tions in  fiUing  prescriptions  for  seniors.  This  could  not  be  achievable  without  a  Fed- 
eral solution.  Our  hope  is  that  all  manufacturers  with  these  programs  would  use 
this  approach  to  offering  their  discounts  and  subsidies. 

Second,  as  part  of  our  interim  proposal,  we  would  support  full  pharmacy  "stop 
loss"  coverage  for  seniors  who  incur  more  than  a  certain  amount  in  imreimbursed 
drug  expenses  each  year,  such  as  $6,000.  The  same  infrastructure  that  is  used  to 
administer  the  manufacturer  subsidy  and  discount  programs  can  be  used  to  imple- 
ment this  "stop  loss"  coverage  program. 
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Offering  this  coverage  will  start  us  down  the  road  to  providing  more  comprehen- 
sive coverage  for  prescription  drags,  beginning  with  the  population  that  needs  help 
the  most.  Over  time,  Congress  can  take  steps  to  lower  the  "stop  loss"  amount  so 
that  more  seniors  become  eligible  for  coverage.  But,  at  least  we've  been  able  to  take 
the  first  step  this  year. 

Medicare-Endorsed  Discount  Card;  Before  turning  to  comprehensive  ap- 
proaches to  pharmacy  coverage,  we  should  share  with  you  that  we  continue  to  op- 
pose the  Administration's  efforts  to  establish  a  Medicare-endorsed  prescription  drug 
discount  program. 

The  Bush  Administration  does,  however,  deserve  credit  for  starting  last  year  a  se- 
rious examination  of  innovative  private  approaches  that  can  provide  meaningful 
pharmacy  benefits  to  low-income  seniors.  However,  their  program  will  not  result  in 
meaningful  reductions  in  the  price  of  prescription  medicines  for  seniors.  Moreover, 
any  reductions  will  likely  just  come  from  reduced  pharmacj'^  prices,  and  not  a  reduc- 
tion in  the  price  of  the  medication  from  the  drug  manufacturer.  This  debate  was 
moved  forward  in  very  productive  ways  with  the  result  that  many  manufacturers 
are  now  offering  meaningful  price  reductions  on  the  cost  of  their  medications. 

In  addition,  we  don't  think  that  HHS  should  be  picking  winners  and  losers  in  this 
market  through  their  endorsement  program,  or  that  its  appropriate  to  lend  Medi- 
care's time-trusted  name  to  private-sector  entities  without  strict  standards.  Finally, 
we  do  not  believe  that  the  Department  has  the  legislative  authority  to  develop  this 
program,  nor  do  we  support  Congress  giving  it  to  them  as  an  interim  measure. 

Mr.  Chairman,  NACDS  wants  to  be  constructive  players  in  the  debate  on  both 
comprehensive  and  interim  solutions  to  pharmacy  coverage  for  seniors.  Our  industry 
is  an  important  player  in  this  debate,  because  we  are  the  primary  method  by  which 
pharmacy  services  are  actually  delivered  to  the  patient.  We  operate  an  efficient, 
low-margin,  but  highly  effective  primary  health  care  delivery  system  that  is  acces- 
sible in  many  places  24-hours  a  day,  7-days  a  week.  We  look  forward  to  working 
with  you  and  members  of  the  Committee  in  making  this  happen  now  and  in  the 
future.  Thank  you  again  for  the  opportunity  to  submit  a  statement  for  the  record. 
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